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DeDication

This work is dedicated to the thousands of American service members 
who have put their trust in us. To serve those who have served is a 

duty — and a privilege — we will never take for granted.



On the cover: UFC star Brian Stann, his wife, Teressa, and 
their daughters outside their Georgia home. Veterans United 
is proud to sponsor the former Marine  Corps captain and Hire 
(EROES�53!��THE�NONPROÚT�ORGANIZATION�FOR�WHICH�HE�SERVES�AS�
executive director. Brian is a proud Veterans United customer.



Veterans UniteD Home Loans

Veterans United Home Loans is the nation’s leading dedi-
cated VA lender. 

 The Missouri-based company will make available more than 
�����BILLION�IN�ÚNANCING�IN������ALONE��.EARLY���MILLION�MILITARY�
members and their families have come to us for help with their 
HOME�LOAN�BENEÚTS�SINCE�THE�COMPANYmS�FOUNDING�IN������
 We take great pride in serving our nation’s veterans and 
active duty military personnel. VA loans are all that we do, and 
that dedication and focus has allowed us to streamline the 
HOME
BUYING�AND�REÚNANCE�PROCESS�
 Leading the way is a team of more than 600 people dedi-
cated to serving those who have served our nation. 
 Great communication and our expertise as VA loan spe-
cialists were cited as the top two reasons people choose Veter-
ans United Home Loans, according to a recent survey of more 
than 10,000 borrowers. 
 The book you’re holding is just one more way we’re work-
ing to communicate with veterans, active duty personnel and 
the community at large. 
 Our mission is to help military members take full advantage 
OF�THE�BENEÚTS�EARNED�BY�THEIR�SERVICE�
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introDUction

With the Second World War still raging in Europe and 
THE�0ACIÚC��5�3��OFÚCIALS�STARTED�PLANNING�TO�ADDRESS�THE�

inevitable struggles American soldiers would face upon return-
ing to civilian life.
 The government created its concept of a home loan guar-
anty in 1944, part of a more widespread movement to shift 
from a wartime economy to a peacetime one. The idea was to 
provide those who proudly served our country with a simple 
and streamlined path to homeownership in the wake of the 
war.
� 3ERVICE�ABROAD�MADE�IT�DIFÚCULT�FOR�SOME�SOLDIERS�AND�SER-
VICE�MEMBERS�TO�BUILD�A�SOLID�ÚNANCIAL�PROÚLE��!�HOME�LOAN�
guaranty program would mitigate that concern and help level 
THE�PLAYING�ÚELD�FOR�THOSE�WHO�SPENT�MONTHS�AND�EVEN�YEARS�
ÚGHTING�FOR�!MERICAN�FREEDOM�
 Instead of providing loans, the Department of Veterans Af-
fairs would guarantee a portion of every loan made to a quali-
ÚED�BORROWER��4HAT�LAYER�OF�PROTECTION�WOULD�SPUR�LENDERS�TO�
issue loans to veterans and active duty service members who 
MIGHT�OTHERWISE�STRUGGLE�TO�OBTAIN�ÚNANCING�

Almost 70 years later, the Department of Veterans Affairs 
and its VA Home Loan Guaranty Program have helped more 
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than 18 million veterans and active duty service members 
achieve the dream of homeownership.
� 4ODAY�� THE� ÚNANCIAL� ÛEXIBILITY� AND� PURCHASING� POWER� BE-
hind the VA loan is more important than ever.

Mortgage lenders have ratcheted up requirements in the 
wake of the subprime mortgage meltdown. Industry experts 
AND�GOVERNMENT�OFÚCIALS�ARE�WORKING�TO�REDEÚNE�THE�CONCEPT�
of sustainable homeownership in America. For some borrow-
ers, that means securing a home loan is becoming more dif-
ÚCULT�THAN�EVER�BEFORE�
 But the VA loan program has helped ensure service mem-
BERS�ARE�IN�A�PRIME�POSITION�TO�SUCCEED��6!�LOANS�FEATURE�ÛEX-
IBLE�REQUIREMENTS�AND�SIGNIÚCANT�ÚNANCIAL�BENEÚTS��CHIEÛY�THE�
ability to purchase a home with no money down. In an era 
of tight credit and cautious lending, that kind of opportunity 
seems anachronistic. But it’s a cornerstone of the program.
 So is reliability.

VA loans have weathered the subprime collapse and proved 
incredibly resilient in the face of foreclosure. In fact, given the 
ÚSCAL�TUMULT�OF�THE�LAST�FEW�YEARS��6!�LOANS�HAVE�EMERGED�AS�nA�
model of stability,” as Thomas J. Pamperin, a VA deputy under 
secretary, told a Congressional subcommittee in spring 2010.
 To the average service member, VA loans represent the 
clearest and most cost-effective path to homeownership. They 
COME�WITH�AN�ARRAY�OF�BENEÚTS�THAT�NO�OTHER�LENDING�PROGRAM�
can match. They are, in many ways, a lifeline for scores of ser-
vice members and military families.



C h a p t e r  1 :

Va Loans in  
toDay’s market

Despite the recent economic freefall, homeownership re-
mains a cornerstone of American society. Nearly 70 per-

cent of citizens own a home, which most see as a path toward 
WEALTH�CREATION�AND�ÚNANCIAL� STABILITY��2ATES� FOR�HOMEOWNER-
ship among veterans are even higher, right around 82 percent, 
according to the Mortgage Bankers Association.

The last few years have proved a mixed bag for home buyers 
and existing homeowners. Purchasing a home today looks a bit 
DIFFERENT�THAN�IT�DID�THREE�OR�ÚVE�YEARS�AGO��&OR�MANY�PEOPLE�ITmS�
INCREASINGLY�DIFÚCULT��"ORROWERS�WHO�QUALIFY�HAVE�REAPED�THE�BEN-
EÚTS�OF�GOVERNMENT
SPONSORED�TAX�CREDIT�PROGRAMS�AND�RECORD
LOW�
interest rates. At the same time, the subprime mortgage meltdown 
AND�ENSUING�ÚNANCIAL� CRISIS� CREATED�A� RESTRICTIVE� CREDIT� ENVIRON-
MENT�AND�MADE�IT�SIGNIÚCANTLY�TOUGHER�FOR�SOME�PROSPECTIVE�BOR-
ROWERS�TO�PURCHASE�HOMES�OR�TO�REÚNANCE�EXISTING�MORTGAGES�
 That relatively grim storyline isn’t exactly the same for mili-
tary members.

VA loans are consistently easier to qualify for than other loan 
products. Veterans and active duty service members don’t need 
to hit strict credit or income guidelines to participate in the  
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program. In fact, credit history plays less of a role in determining 
homeownership for veterans than it does for non-VA borrowers.
4HESE� LOANS� ALSO� COME�WITH� SIGNIÚCANT�ÚNANCIAL�BENEÚTS��

6ETERANS�ROUTINELY�POINT�TO�THE�PROGRAMmS�SIGNATURE�BENEÚT�AS�
ITS�MOST�POWERFUL��1UALIÚED�BORROWERS�CAN�PURCHASE�A�HOME�
with no money down.

Given the lending environment we now inhabit, it’s almost 
DIFÚCULT�TO�BELIEVE�ANYONE�CAN�BUY�A�HOUSE�TODAY�WITHOUT�SHELL-
ing out money up front. But it’s true, it’s incredibly powerful 
AND�ITmS�A�BENEÚT�THAT�ONLY�ONE�OTHER�LOAN�PRODUCT�r�53$!�
LOANS�r�CAN�STILL�PROVIDE�
n-OST�PEOPLE�DONmT�REALIZE��ESPECIALLY�YOUNGER�PEOPLE�AND�

ÚRST
TIME�HOME�BUYERS��WHAT�A�BENEÚT�IT�IS�o�SAID�3COTT�$OW��OF�
#HARLESTON��3�#���A� FORMER�#OAST�'UARD�OFÚCER�AND�2ESERVIST�
WHO�HAS�PURCHASED�TWO�HOMES�USING�HIS�6!�BENEÚT��n)�WOULD�
not have been able to purchase a home without a VA loan.”

Neither would most military buyers.
!BOUT�EIGHT� IN����6!�BORROWERS�COULD�NOT�HAVE�QUALIÚED�

FOR�CONVENTIONAL�HOME�ÚNANCING��.EARLY����PERCENT�OF�THE�6!�
LOANS�ISSUED�IN�ÚSCAL�YEAR������CAME�WITH�NO�DOWN�PAYMENT�

Falling home prices and a watertight credit market have 
brought new attention to the long-cherished VA home loan 
program. Loan volume skyrocketed in 2009, as military buyers 
ÛOCKED�TO�THE�6!mS�MORE�ÛEXIBLE�AND�LESS�COSTLY�ALTERNATIVE��4HE�
VA backed more than $68 billion in single-family loans during 
ÚSCAL�YEAR�������AN���
PERCENT�INCREASE�FROM�THE�YEAR�PRIOR�
 Volume remained relatively static in 2010, but total home 
loan guarantees have soared 135 percent since 2007.

Foreclosures
The VA loan and military borrowers have also proved resilient 
in the face of foreclosure.
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$EFAULT�NOTICES��REPOSSESSIONS�AND�OTHER�FORECLOSURE�ÚLINGS�
for all homeowners nationwide totaled 3.82 million in 2010, 
a slight increase from 2009 and a staggering 23-percent jump 
from 2008.

In Nevada alone, one in every 33 homes was facing foreclo-
sure. Foreclosure rates were slightly better in states like Florida, 
Arizona and California, but homeowners across the country 
CONTINUE�TO�DROWN�IN�nUNDERWATERo�HOMES�WHERE�THEY�OWE�FAR�
more than what the property is worth.

Military borrowers certainly haven’t been immune to fore-
closure. More than 20,000 veterans, active duty service mem-
bers and reservists lost their homes in 2010. Communities 
LOCATED�NEAR�MILITARY�BASES�SAW�FORECLOSURE�ÚLINGS�INCREASE����
percent over 2008 levels, according to RealtyTrac.

Still, the damage could have been much worse.
Despite the harrowing numbers, VA loans have the lowest 

rate of foreclosure of any product on the market. Part of that 
success is due to the loan counseling experts at the VA who 
work tirelessly to keep veterans and their families from los-
ing their homes. The VA has multiple programs and options 
aimed at helping those who have served our country stave off 
foreclosure.

But active duty troops and veterans themselves deserve 
much of the credit. Order, structure and obligation are deeply 
ingrained tenets for most service members. That condition-
ing tends to follow them throughout their lives, including 
when the time comes to follow through on structured loan 
payments.

Spreading the Word
$ESPITE� THEIR� WIDE
RANGING� BENEÚTS�� 6!� LOANS� HAVE� BEEN�
utilized by only a fraction of the nation’s 24 million veterans. 
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Fewer than 13 percent have taken advantage of the program to 
PURCHASE�OR�REÚNANCE�A�HOME�
 What’s worse is nearly 20 percent of veterans are not even 
aware of the program’s existence, according to a 2004 report 
from the VA.
 Thousands of service members are set to return from Iraq 
and Afghanistan in the coming months. Millions more who 
have proudly served our country in years past remain unsure 
OR�UNAWARE�OF�THE�BENEÚTS�CREATED�TO�HONOR�THEIR�SERVICE�AND�
SACRIÚCE�
 VA loans make more sense for some veterans than for oth-
ers. That’s something we’ll address throughout these chapters. 
But it’s important that those who have served are at least aware 
OF�THE�BENEÚTS�AND�PROGRAMS�OUT�THERE�
 Please make sure the veterans, active duty service members 
and military spouses in your life are fully aware of the VA’s vast 
ARRAY�OF�BENEÚTS��COVERING�EVERYTHING�FROM�MEDICAL�AND�MEN-
tal health assistance to job training and home lending.

Is a VA loan right for me?
It’s an important question and one that we’ll evaluate as fully as 
possible. But there’s an underlying question here that’s prob-
ABLY�MORE� FUNDAMENTAL� AS� A� ÚRST� ORDER� OF� BUSINESS�� !RE� YOU�
ready for homeownership?
 Wanting to buy a home and being able to responsibly af-
ford one are entirely different. As a homeowner, you’re on the 
hook for repairs, maintenance, taxes, insurance and all the 
other hidden or often forgotten costs that come with owning a 
home.
 There’s something to be said for the freedom and rela-
tive autonomy of renting. At the same time, it isn’t exactly a 
vehicle for building equity and net worth. What prospective 
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home buyers need to consider is their own unique economic 
situation.

Jumping from $600-per-month rent to a mortgage payment 
might be tough if your budget is already stretched drum-skin 
thin. Conversely, maybe you’ve got a great deal and are able to 
sock away a decent chunk of change each month.

Either way, you need to determine a baseline, an amount 
that you’re able to afford each month for a mortgage payment 
and associated costs. At the outset, your best bet is to run some 
numbers using a legitimate online mortgage calculator (we 
maintain one at http://www.vamortgagecenter.com/va-loan-
calculator.html). There are also calculators devoted to helping 
consumers determine whether it’s better to rent or buy (both 
Ginnie Mae and The New York Times have helpful ones).
 Homeownership is an investment. But it’s probably not 
wise to think of it purely in those terms. A $250,000 mortgage 
IS�GOING�TO�WIND�UP�COSTING�SIGNIÚCANTLY�MORE�AFTER����YEARS�OF�
taxes, insurance and maintenance costs. And there’s no guar-
antee that the equity will be there down the road. Just ask the 
thousands of American homeowners who saw housing values 
plummet over the past few years.
 But that’s more exception than rule when we look at the 
long road of the American housing industry. Home equity con-
tinues to represent a larger share of household wealth than 
RETIREMENT� SAVINGS� OR� ANY�OTHER�ÚNANCIAL� ASSET�� ACCORDING� TO�
the Federal Reserve.
 There’s also the undeniable, irreplaceable feeling of living 
in a space that’s truly yours. This will be your home, your ref-
uge. You can paint the walls or rip off the wainscoting with-
out asking for permission. You’ll also spend a chunk of your 
monthly income building equity for yourself instead of for 
your landlord.
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� /NCE� YOUmRE� REASONABLY� CONÚDENT� YOU�CAN�AFFORD� TO�PUR-
chase and maintain a home, the next step is thinking more 
IN
DEPTH�ABOUT�THE�TYPE�OF�LOAN�THAT�MIGHT�ÚT�BEST��&OR�THE�VAST�
majority of military borrowers, a VA loan is far and away the 
most cost effective and advantageous path. Bank on it.

Veterans may get a slightly better rate on a conventional 
loan, but that requires a down payment of at least 20 percent to 
avoid paying private mortgage insurance, or PMI, each month. 
The up-front costs of a VA loan are minimal at best. That gen-
erally leaves nothing but upside.
 Veterans and service members who don’t meet the eligibili-
ty requirements for a VA loan (see Chapter 2) can also consider 
a loan backed by the Federal Housing Administration. While 
it does have a down payment requirement, the FHA permits 
slightly better loan terms for veterans than for non-veterans.
 Otherwise, any service member or surviving spouse who 
QUALIÚES�FOR�A�6!�LOAN�WILL�BE�HARD
PRESSED�TO�ÚND�A�BETTER�DEAL��
Nowhere else can you purchase a home worth up to $417,000 
(and even more in high-cost parts of the country) without 
spending a single dollar on a down payment or PMI.
 In fact, most VA borrowers don’t spend a dime up front.

Borrower spotlight: 
Todd and Karen Fontenot

3MYRNA��'EORGIA�r�!FTER�NINE�YEARS�OF�PROUD�SERVICE��3TAFF�3GT��
Todd Fontenot was ready to leave the Air Force and return to 
civilian life.

The biggest draw: Greater stability and certainty for his 
growing family, which can sometimes be hard to come by for 
service members.

Todd began his military career as a single 18-year-old at 
4YNDALL�!IR�&ORCE�"ASE�IN�&LORIDA��(E�LEFT�HIS�ÚNAL�ASSIGNMENT�
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r�A� TWO
YEAR� STRETCH� IN�4URKEY�AS�PART�OF�/PERATION�0ROVIDE�
#OMFORT�r�A�MARRIED�FATHER�OF�FOUR�

Todd and his wife, Karen, returned to their hometown of 
Smyrna, Georgia, in 1994, and moved into a surprising rental: 
The parsonage belonging to Karen’s long-time church.
4ODD�ÛOATED�BETWEEN�JOBS�BUT�LANDED�STEADY�SIDE�WORK�DO-

ING�LAWN�CARE�FOR�A�LOCAL�ÚRM��(E�SOON�FOUND�HIMSELF�IN�HIGH�
demand and decided to open his own lawn-care business in 
2003. A sole proprietor, Todd eventually picked up a second, 
PART
TIME�JOB�AT�503�TO�SECURE�HEALTH�BENEÚTS�
 All the while, business wasn’t the only thing growing. By the 
summer of 2005, Todd and Karen were anxiously awaiting the 
birth of their ninth child.

After 11 years, the family had all but outgrown the 
2,000-square-foot parsonage. At the same time, a new incom-
ING�PASTOR�WANTED�TO�LIVE�ON�THE�CHURCH�GROUNDS��4HAT�CONÛU-
ence of events prompted Todd and Karen to start looking for 
a home.

They worked with a local conventional mortgage broker 
and put offers on a couple homes, but problems with the prop-
ERTIES�r�WATER� LEAKAGE�� TERMITE�DAMAGE�r�ULTIMATELY�TURNED�
them off.

The real estate market was still booming, and the Fontenots 
STRUGGLED�TO�ÚND�A�HOME�THAT�COULD�ÚT�THEIR�SPACE�NEEDS�AND�
price range. Their real estate agent dropped them as clients. 
They eventually found a sprawling rental through a friend 
from church.
 Five years passed, and the family grew into the home.

In the spring of 2010, the owners of the rental contacted 
the Fontenots with some surprising news: They planned to 
hike the rent to $1,200 per month from $750 per month.
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 Stunned, Todd and Karen started to rethink a home pur-
chase. The housing market had changed drastically in the last 
ÚVE�YEARS��CERTAINLY�FOR�THE�BETTER�FOR�PROSPECTIVE�HOME�BUYERS�
 Karen went online to search for homes and found an adver-
tisement for VA loans and Veterans United Home Loans. She 
THOUGHT�ABOUT�4ODDmS�MILITARY�SERVICE�AND�DECIDED�TO�ÚLL�OUT�A�
simple form on the Veterans United website.
� ,OAN�OFÚCER�"RANDON�3EVERINO�CALLED�HER�WITHIN�MINUTES�
� n3HE�COULDNmT�BELIEVE�HOW�FAST�HE�RESPONDED�o�4ODD�SAID�
� "RANDON�EXPLAINED�THE�BENEÚTS�OF�6!�LOANS�AND�THE�LOAN�
approval process.
� 4HE� 6!� ,OAN�'UARANTY� PROGRAM� ALLOWS� QUALIÚED� SERVICE�
members to purchase a home worth up to $417,000 (and more 
in high-cost parts of the country) without a down payment. 
VA loans typically feature lower rates and more buyer-friendly 
TERMS�THAN�CONVENTIONAL�ÚNANCING�

Brandon also connected the family to a local Realtor 
through Veterans United’s unique partnership with Veterans 
United Realty, a network of more than 1,400 real estate agents 
nationwide who specialize in helping veterans and active duty 
military members purchase homes. Borrowers who use a VUR 
Realtor receive up to $500 upon closing.
3TILL��BOTH�+AREN�AND�4ODD�WERE�ÚLLED�WITH�ANXIETY�AS�ÚRST


time buyers. They would sometimes call Brandon two or three 
times a day with questions or concerns.
� n*UST�TALKING�WITH�"RANDON�MADE�THE�WHOLE�PROCESS�EASIER�o�
4ODD�SAID��n)�WAS�WOUND�UP�TIGHTER� THAN�A� JACKRABBIT�ON�CAF-
feine, and he was always cool and calm.”

Brandon preapproved the couple for a $140,000 loan but 
told them he would need tax returns and other information to 
fully verify Todd’s self-employment and part-time income.
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While Veterans United Home Loan specialists worked to 
GATHER�4ODDmS�ÚNANCIAL�DOCUMENTATION��THE�COUPLE�FOUND�THE�
house they had been waiting for, a massive two-story on four 
acres.

There was just one problem. The home was priced at 
����������WHICH�WAS�WELL�ABOVE�THEIR�PREQUALIÚCATION�AMOUNT��
Todd and Karen put in an offer at their maximum. The seller 
countered at $150,000.

All that separated the Fontenots from their dream home 
was $10,000. Karen called Brandon in tears, afraid they would 
lose their only shot.

Brandon told the couple to rush them Todd’s tax informa-
tion so he could get it reviewed by the company’s underwrit-
ERS��!N�UNDERWRITER� TOOK�A� LOOK�AT� THE�ÚLE�AND�ALERTED�"RAN-
DON�THAT�BASED�ON�4ODDmS�VERIÚABLE�INCOME�THE�PRE
APPROVAL�
amount could be increased to $150,000.

The Fontenots were suddenly able to meet the seller’s 
counteroffer.
 Todd and Karen closed in early October 2010. Their 
monthly mortgage payment is less than the $1,200 they would 
have been paying in rent.
 Best of all, they didn’t wind up spending a dime out of 
POCKET�TO�BUY�THEIR�ÚRST�HOME��4HEY�UTILIZED�THE�6!mS�NO
DOWN�
PAYMENT�BENEÚT�AND�WERE�ABLE�TO�RECOUP������IN�EXPENSES�BE-
cause they used a Veterans United Realty agent.
� n$URING�THESE�ECONOMIC�TIMES��YOU�GUYS�WERE�WHY�WE�WERE�
ABLE�TO�BUY�A�HOUSE�o�4ODD�SAID��n)TmS�NICE�TO�KNOW�)�WONmT�GET�A�
phone call and someone’s going to tell me I have to pay more 
in rent. It’s nice to know that we’re in control.”





C h a p t e r  2 :

eLigibiLity anD reqUirements

The heart of the VA loan is a promise.
As a way to honor and thank those who served, the 

government pledges to stand behind VA borrowers. That 
PROMISE�COMES�IN�THE�FORM�OF�A�ÚNANCIAL�GUARANTY��AN�OBLIGA-
tion to repay a portion of a borrower’s mortgage in the event 
of default.

We’ll talk later in this chapter about how the VA Loan 
Guaranty works and what it means for service members and 
their families. Before we get there, it’s important for prospec-
tive borrowers to make sure they’re a good match for a VA 
LOAN��$ESPITE�THE�PROGRAMmS�ÛEXIBILITY��THERE�ARE�SOME�THINGS�A�
VA loan cannot be used for at the present time.

VA Loan Uses
 The vast majority of military buyers use their VA loan to 
PURCHASE�OR�REÚNANCE�AN�EXISTING�SINGLE
FAMILY�HOME��"UT�VET-
erans interested in purchasing a condo or building a home 
from the ground up can also utilize a VA loan.

Here’s a look at all of the VA loan’s eligible purposes:
p� To purchase a residence that’s owned and occupied by 

the veteran
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p� 4O�REÚNANCE�AN�EXISTING�6!
GUARANTEED�OR�DIRECT�LOAN�
in order to lower the current interest rate

p� 4O�REÚNANCE�IN�ORDER�TO�TAKE�OUT�CASH
p� To repair, alter or improve a residence owned by a veteran
p� To simultaneously purchase and improve a home (all 

repairs must be completed before the loan closes)
p� 4O� MAKE� ENERGY
EFÚCIENCY� IMPROVEMENTS� IN� CONJUNC-
TION�WITH�A�6!�PURCHASE�OR�REÚNANCE�LOAN

p� To purchase up to four one-family residential units in a 
condo development approved by the VA. One of those four 
units must be used as the borrower’s primary residence

p� To purchase a farm residence to be owned and occu-
pied by the veteran. The property cannot be a working 
farm or an income-producing property

Now, let’s take a look at a couple of these eligible uses more 
closely.
&IRST��THE�PHRASE�nOWNED�AND�OCCUPIEDo�IS�A�KEY�ONE�TO�RE-

MEMBER��-ILITARY�BUYERS�UTILIZING�THEIR�6!�BENEÚT�HAVE�TO�LIVE�
in their purchase as a primary residence. There are some time-
frame issues and exceptions that we’ll talk about later. But as a 
general rule, you can’t use a VA loan unless you’re planning to 
live in the home full time.

That bleeds into one of the major ineligible uses for VA 
LOANS�� INVESTMENT�PROPERTIES��6ETERANS� LOOKING� TO�ÛIP�HOUSES�
OR�TO�GET�INTO�THE�RENTAL�GAME�HAVE�TO�SECURE�ÚNANCING�THROUGH�
a different channel.

The same holds true for veterans and service members look-
ing to purchase land, even if they plan to build a home on the par-
cel at some point in the future. Borrowers can’t use a VA loan to 
buy acreage unless there’s already a home in the immediate mix.
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Veterans who hope to purchase a condo unit with their 
VA loan have to receive agency approval before moving 
FORWARD��6!�OFÚCIALS�WILL�REVIEW�THE�CONDOmS�ORGANIZATIONAL�
documents to make sure they comply with department regu-
lations.

Condo units approved by the Department of Housing and 
Urban Development (HUD) prior to Dec. 7, 2009, will typically 
get automatic approval from the VA. Otherwise, prospective 
borrowers should expect a full VA review.

Veterans can search an online database of HUD-approved 
condominium developments on the agency’s website at http://
entp.hud.gov/idapp/html/condlook.cfm.

Farm residences can prove tricky. The VA and agency-ap-
proved lenders aren’t in the business of funding farming oper-
ations. Lenders won’t even consider a farm residence purchase 
unless the value of the home accounts for at least a quarter of 
the overall loan amount. But some simply refrain entirely from 
these types of purchases.

Ineligible Uses
7EmVE� ALREADY� TOUCHED� ON� THE� MOST� PROMINENT� nNO
NOo� ON�
the list, and that’s investment properties. The VA is all about 
homeownership, which makes rental properties and real estate 
speculation such a tough sell.
 Here’s a look at the other ineligible loan purposes as de-
ÚNED�BY�THE�6!�
p� Purchase of unimproved land with the intent to im-

prove it at some point in the future
p� Purchase or construction of a combined residential and 

business property, unless:
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-The property is mainly for residential purposes,
-There’s no more than one business unit, and
-The business area accounts for less than 25 percent of 
THE�TOTAL�ÛOOR�SPACE

p� Purchase of more than one separate residential unit or 
lot unless the veteran will occupy one unit and there is 
evidence that:

-The units are unavailable separately
-They have a common owner
-They have been treated as one unit in the past
-They are assessed as one unit, or
-Partition is simply not practical

Those last two provisions about assessment and partition 
can sound a bit confusing. In essence, you need to be careful if 
you’re looking to run a home business or live where you work. 
There are also some unique properties and situations that re-
sult in veterans having to buy more than one home, but these 
are far from the norm.

Borrowers can also run into problems if a home is dissim-
ilar to any closely located properties. For example, if you’re 
BUYING�A�LOG�HOME�IN�.EW�*ERSEY��IT�MIGHT�BE�TOUGH�TO�ÚND�ANY�
SIMILAR�COMPARABLE�HOMES��OR�ncomps,” as they’re called) for 
the appraisal. The same goes for earth contact homes, dome 
homes and even octagonal homes.

All-But-Impossible Uses
7E�COULD�ALSO�CALL�THIS�THE�n-ANUFACTURED�(OMES�AND�#ON-

struction Loans” section.
There are a couple of additional acceptable VA loan uses 

that aren’t mentioned above. The reason is because they’re be-
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COMING�INCREASINGLY�DIFÚCULT�� IF�NOT�DOWNRIGHT� IMPOSSIBLE�� TO�
bring to fruition in the current lending climate.
 Manufactured homes are one of those eligible purposes 
that work on paper but rarely translate to the real world. The 
6!� ALLOWS� QUALIÚED� BORROWERS� TO� GET� A� GOVERNMENT
BACKED�
loan as long as the manufactured home has a permanent 
foundation. But lenders as a whole have all but stopped fund-
ing manufactured and mobile home purchases. Military buy-
ers need to know going in that they’re probably not going to 
ÚND�A�6!�LENDER�WILLING�TO�ÚNANCE�THIS�KIND�OF�PURCHASE�

Service members seeking this type of housing solution 
TYPICALLY� OBTAIN� ÚNANCING� THROUGH� A� MANUFACTURED� HOME�
distributor.

Construction loans are a bit more complicated. As with 
most manufactured homes, VA lenders have all but stopped 
ÚNANCING�LOANS�TO�BUILD�NEW�HOMES��4HEREmS�SIMPLY�TOO�MUCH�
RISK�AND�LENDERS�ARENmT�WILLING�TO�OUTLAY�THE�CAPITAL�IT�TAKES�TO�Ú-
nance new construction. In the same breath, this doesn’t mean 
that service members interested in building their dream home 
CANmT�SOMEHOW�UTILIZE�THEIR�6!�BENEÚTS�

There is a way to reconcile the two by using what’s called a 
#ONSTRUCTION
TO
0ERMANENT�2EÚNANCE�,OAN. That’s a mouth-
FUL��AND�WEmLL�EXPLAIN�IT�FULLY�WHEN�WE�START�EXAMINING�REÚNANCE�
loans in Chapter 6. For now, just note that getting a VA lender 
TO�ÚNANCE�YOUR�HOME�CONSTRUCTION�IS�PROBABLY�A�NO
GO��WHICH�
means you’ll have to go through a builder. But, as we’ll explain 
LATER��THERE�IS�A�WAY�TO�TIE�IT�ALL�BACK�TO�YOUR�6!�BENEÚTS�

VA Loan Eligibility
Prospective borrowers don’t need to have a home picked out 
before starting the loan approval process. In fact, we typically  
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advise borrowers to wait until they have a better handle on 
what type of loan they might be able to secure. There’s little 
sense in getting your heart set on a $400,000 home when your 
real price ceiling is $300,000.

But it’s a good idea to at least make sure your plans like-
LY�ÚT�INTO�THE�AGENCYmS�ACCEPTABLE�USES��4HE�NEXT�STEP�IS�THEN�
determining your eligibility for participation in the program. 
Not every veteran or active duty service member will ultimately 
qualify for a VA loan.
 But a great deal do meet the requirements. Millions, in 
fact.

Service members should look at these eligibility guidelines 
closely, but remember that it’s ultimately up to the VA to de-
termine an applicant’s status. To be eligible means to have an 
entitlement�TO�6!�HOME�LOAN�BENEÚTS�
 It’s not a word to be taken lightly. In light of their service, 
QUALIÚED� VETERANS�ÚND� THEMSELVES� ENTITLED� TO� A�6!�GUARANTY��
4HE� AGENCY� ALSO� USES� THE� WORD� nENTITLEMENTo� TO� MEAN� THE�
amount of money the VA will guarantee on a given loan. We’ll 
explain that in greater detail shortly.

Borrowers still have to meet the program’s other credit and 
INCOME�REQUIREMENTS��BUT�THIS�ÚRST�STEP�OF�DETERMINING�ELIGI-
bility is the starting block. A veteran who isn’t deemed eligible 
by the VA cannot receive a VA-backed loan under any circum-
stances.

 
Eligibility: Armed Forces Veterans

The VA has separate requirements for those who served dur-
ING�WARTIME�AND�DURING�PEACETIME��4HE�AGENCY�DEÚNES�THE�
two as:
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Wartime Peacetime
World War II

9/16/1940-7/25/1947

+OREAN�CONÛICT
6/27/1950-1/31/1955

Persian Gulf War
8/2/1990-date to be determined

Vietnam Era
8/5/1964-5/7/1975(The Vietnam Era 
begins 2/28/1961 for those individuals 

who served in the Republic of Vietnam.)

Post-World War II period
7/26/1947-6/26/1950

Post-Korean period
2/1/1955-8/4/1964

Post-Vietnam period
5/8/1975-8/1/1990

 Veterans are eligible if they served on active duty in the 
Army, Navy, Air Force, Marine Corps or Coast Guard after Sep-
tember 15, 1940, and were discharged under conditions other 
than dishonorable after either:
p� 90 days or more during wartime, or
p� 181 consecutive days or more during peacetime

Veterans whose service began after September 7, 1980, or 
WHO�ENTERED�SERVICE�AS�AN�OFÚCER�AFTER�/CTOBER�����������MUST�
have completed:
p� 24 consecutive months of active duty, or
p� The full period they were called or ordered to active 

duty, as long as it’s not less than 90 days during wartime 
or 181 days during peacetime

Eligibility: Reserves or National Guard
Those who served at least six years in the Reserves or National 
Guard are eligible, provided they’re not already able to take 
ADVANTAGE� OF� LOAN� GUARANTY� BENEÚTS� ELSEWHERE�� 0ROSPECTIVE�
borrowers must have received an honorable discharge, unless 
THEYmRE� STILL� ACTIVE� OR� THEYmRE� INACTIVE� AND� AWAITING� ÚNAL� DIS-
charge.
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Eligibility: Surviving Spouses
An unmarried spouse whose veteran died on active duty or be-
cause of a disability connected to his or her service is eligible 
FOR� 6!�HOME� LOAN� BENEÚTS�� 3URVIVING� SPOUSES� WHO� GOT� A� 6!�
loan with the veteran before his or her death can also obtain a 
VA )NTEREST�2ATE�2EDUCTION�2EÚNANCE�,OAN (see Chapter 6 for 
MORE�ON�REÚNANCING	�
 There are also provisions for surviving spouses who remar-
ried. Those who remarried upon or after turning age 57 and 
on or after December 16, 2003, may be eligible for a VA home 
loan. Surviving spouses who remarried before that date are no 
longer eligible to participate.
 The spouse of an active duty member who is listed as miss-
ing in action (MIA) or a prisoner of war (POW) for at least 90 
DAYS�IS�ELIGIBLE�FOR�ONE
TIME�USE�OF�THE�6!�HOME�LOAN�BENEÚT�

Eligibility: Others
 There’s a whole class of people who have received veteran 
status over the years, making them eligible for the VA Loan 
Guaranty. This broad category often includes:
p� 0UBLIC�(EALTH�3ERVICE�OFÚCIALS
p� Military service academy cadets
p� Some merchant seamen
p� .ATIONAL�/CEANIC�AND�!TMOSPHERIC�!DMINISTRATION�OFÚCIALS
p� Scores of others

For folks who might be on the fringes, it’s best to inquire 
with a trusted VA lender or a local VA Eligibility Center.

Exceptions
 The VA will usually look further into applications from pro-
spective borrowers whose discharges were under conditions 
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other than honorable. It’s also important to note that there are 
a host of exceptions to the length of service requirements for 
both Armed Forces members and Guardsmen and Reservists. 
For example, a service-connected disability can shorten the 
required service time to just a single day.

Because of the sheer number of exceptions, it’s always in 
the veteran’s best interest to talk with a VA loan specialist.

The Certificate of Eligibility (COE)
If you believe you meet the eligibility requirements, the next 
step is to obtain a #ERTIÚCATE�OF�%LIGIBILITY, or COE, from the 
Veterans Administration. This is where the VA will separate 
belief from reality.
� 4HE�#ERTIÚCATE� OF� %LIGIBILITY� IS� AN� OFÚCIAL� DOCUMENT� THAT�
basically attests to your right to participate in the VA Loan 
Guaranty program. Veterans and other prospective borrowers 
HAVE�TO�ÚLL�OUT�A�2EQUEST�FOR�A�#ERTIÚCATE�OF�%LIGIBILITY��WHICH�IN�
military parlance is known as Form 26-1880 (see Appendix A).

It’s a straightforward, single-page document. The only wrin-
kle is that applicants must have proof of their military service. 
For those who served in the Armed Forces, that’s a DD Form 
�����ALSO�KNOWN�AS�A�#ERTIÚCATE�OF�2ELEASE�OR�$ISCHARGE�&ROM�
Active Duty. You can submit a copy as long as it’s clearly legible.

Those still serving on active duty have to submit a current 
statement of service that denotes:
p� Veteran’s full name
p� Social Security Number
p� Date of birth
p� Active duty entry date
p� Duration of lost time, if any, and
p� Name of the command providing the information
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Reservists and National Guard members don’t have a single 
DISCHARGE�CERTIÚCATE�LIKE�THE�$$
�����)NSTEAD��THEY�SHOULD�SUB-
mit their latest annual retirement points summary along with 
evidence of their honorable service.

Army or Air National Guard members can submit NGB 
Form 22, a Report of Separation and Record of Service, or a 
points statement.

Like their Armed Forces counterparts, active members of 
the Reserves or National Guard must provide a signed state-
ment of service that shows their key personal information. The 
statement also needs to clearly state that the applicant is an 
active reservist or guard member.
4HEREmS�NO�NEED�TO�PANIC�IF�YOUmRE�UNABLE�TO�ÚND�YOUR�PROOF�

of service. Documents get lost to time.
Veterans discharged from regular active duty should go 

AHEAD�AND�SUBMIT�THEIR�2EQUEST�FOR�A�#ERTIÚCATE�OF�%LIGIBILITY�
without the proof of service. It’s important to keep the process 
moving, plus the VA can often issue a decision regarding your 
request based on its own internal records about your service.

But the VA doesn’t have internal records on Reservists or 
National Guard members. In those cases, applicants need to 
submit a Request Pertaining to Military Records (Form SF-180) 
in order to obtain the necessary documents.

Automated Certificate of Eligibility (ACE)
Veterans and active duty service members can get all these 
forms online at http://www.homeloans.va.gov/eligibility.htm; 
via fax, email and regular mail; and even in person if you’re 
close to a VA center.
 You can also let someone else do most of the work.
 Veterans who have found a trusted VA lender can ask 
THEIR� LOAN� OFÚCER� TO� REQUEST� THEIR� #ERTIÚCATE� OF� %LIGIBILITY�
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electronically. The vet simply provides the lender with his or 
her proof of service. The lender then uses the VA’s online COE 
portal, better known as the !UTOMATED�#ERTIÚCATE�OF�%LIGIBIL-
ITY, or ACE.
 The creation of the ACE system in 2002 was more than a 
form processing upgrade. In many ways it’s a symbol of how 
far the VA has come in the last three decades. For years, real 
estate agents, mortgage brokers and borrowers steered clear of 
the agency because of its reputation as a bloated, bureaucratic 
mess.
 Paperwork was done by hand and through the mail. The 
appraisal process (which we’ll cover in Chapter 4) gave people 
nightmares. Loans could take months to close, leaving both 
buyers and sellers in the lurch.

Some of those vestiges still linger, but the VA loan process 
OF�TODAY�IS�A�MUCH�MORE�USER
FRIENDLY�AND�EFÚCIENT�EXPERIENCE�
compared to years past. The ACE system is an important cog in 
that more streamlined machine.
 The ACE portal allows lenders to get an eligibility determi-
nation on a veteran in seconds.

Until recently, the VA restricted access to the ACE system 
to certain recognized lenders. Recent changes have opened 
the portal to all veterans, who can log in and obtain a 
#ERTIÚCATE� OF� %LIGIBILITY� THEMSELVES�� 4HE�6!�HAS� AN� INFORMA-
tive, 13-page downloadable guide with step-by-step directions 
FOR�USING�THE�SYSTEM�AT�WWW�BENEÚTS�VA�GOV�HOMELOANS�DOCS�
veteran_registration_coe.pdf.

Veterans should know there are a handful of cases where 
ACE cannot make a determination about eligibility. Some of 
those cases include:
p� Reservists and National Guard members
p� Veterans who had a previous VA loan go into foreclosure
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p� Those who didn’t serve the minimum required length 
of service and were not discharged for an authorized 
exception

p� Veterans discharged under conditions other than 
honorable

p� Veterans wanting to restore a previously used entitlement
p� Unmarried surviving spouses

It’s also important to note that veterans can’t transfer an 
!#%
GENERATED� #ERTIÚCATE� OF� %LIGIBILITY� FROM� ONE� LENDER� TO�
another. That means you’ll have to get a new COE if you decide 
to hop to a different lender at some point during the home-
buying process.

Otherwise, there’s rarely a need for eligible veterans to 
update their COE before closing on their VA loan. The only 
time that’s an issue is if an active duty service member is 
discharged or released once the process has started but prior 
to the loan closing. At that point, the lender is going to request 
a new determination of the veteran’s eligibility.
4HE�#ERTIÚCATE�OF�%LIGIBILITY�DOESNmT�EXPIRE��BUT�A�BORROW-

er’s circumstances can change. If closing delays or other prob-
lems push beyond three or four months, then the veteran will 
NEED� TO� OBTAIN� A� FRESH�#ERTIÚCATE� OF� %LIGIBILITY� TO� SATISFY� THE�
lender. This is a relatively rare occurrence but does happen.
4HE� 6ETERANS� !DMINISTRATION� TELLS� MORTGAGE� LENDERS� ÛAT�

out: The COE is the only reliable way to prove a veteran is 
eligible for a government-backed VA loan. But this doesn’t 
HAVE� TO� BE� YOUR� ÚRST� STEP�� 7E� CAN� AND� OFTEN� DO� ISSUE� loan 
preapproval�WITHOUT�A�#ERTIÚCATE�OF�%LIGIBILITY��"UT�OBTAINING�
eligibility determination is important early in the process. Any 
delays or questions about the veteran’s status down the road 
could delay closing or even upend the entire process.
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VA Loan Limits
'ETTING�PREAPPROVED�FOR�A�6!�LOAN�INVOLVES�ÚLLING�OUT�A�LOAN�
APPLICATION� �YOUR� LOAN� OFÚCER�WILL� DO�MOST� OF� THE� HEAVY� LIFT-
ING�ON�THAT	�AND�PROVIDING�SOME�ÚNANCIAL�INFORMATION�TO�YOUR�
lender. First, though, it’s important to consider one of those 
early nagging questions: How much house can I buy?
 It’s not always an easy question to answer, especially when 
it comes to VA loans. If we go by the book, the response is that 
there technically isn’t a ceiling for a VA-backed home loan. 
The reality is a different story.
 Remember that each veteran has an entitlement, an amount 
that the VA pledges to guarantee to the lender in case the borrower 
defaults. Today, the basic entitlement amount is $36,000.
 Since the VA covers up to a quarter of a borrower’s mort-
gage, some simple math dictates that the maximum loan 
amount for most veterans would be $144,000 ($36,000 x 4).
� 7HILE� THAT� ÚGURE� IS� NOTHING� TO� SNEEZE� AT�� 6!� GUARANTIES�
have historically handicapped military buyers in some of the 
country’s costlier areas. To stay competitive with other loan 
products, the agency began to link its guaranty amounts to the 
CONFORMING�LOAN�LIMITS for conventional loans.
 At present, the conforming loan limit in most parts of the 
country is $417,000. Since the VA guarantees a quarter of a 
borrower’s mortgage, the agency basically had to create a 
new, secondary entitlement to cover the gap. That secondary 
entitlement of $68,250 automatically kicks in for any loan 
greater than $144,000.

That’s a lot of numbers, and it can start to get confusing. 
This might be an easier way to think about it:

A. $417,000 is the conforming loan limit
B. One quarter of $417,000 = $104,250
C. The VA primary entitlement is $36,000
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 The difference between B and C is $68,250, or the second-
ary entitlement.

All of that said, and perhaps contrary to what you’ve read 
or heard, the VA doesn’t have a maximum loan amount for 
QUALIÚED�BORROWERS��2ATHER��THE�AGENCY�HAS�LOAN�LIMITS�IN�PLACE�
that govern how much a veteran can borrow without making 
a down payment. In most of the country, the VA loan limit is 
$417,000. But veterans in high-cost parts of the country can 
have loan limits above $729,000.

In those cases, the VA guaranty is the lesser of two things:
p� 25 percent of the VA county loan limit, or
p� 25 percent of the loan amount

You can view the VA’s current county loan limits at the VA’s 
online home loan hub, homeloans.va.gov. These limits are 
subject to change each year.
 While it’s important to know the loan and guaranty limits, 
the reality is lenders are going to approve each applicant for a 
SPECIÚC�LOAN�AMOUNT�BASED�ON�THEIR�UNIQUE�ÚNANCIAL�SITUATION��
the potential property and other key factors. Veterans don’t 
get to simply name their price.

Eligibility Isn’t a Guarantee
It’s also important to remember that being eligible for a VA 
loan and actually getting one are two very different concepts.
 To be eligible means the VA has determined you meet the 
initial requirements and have earned some degree of home 
LOAN�ENTITLEMENT��"UT�YOUR�#ERTIÚCATE�OF�%LIGIBILITY�ISNmT�A�COU-
PON�YOU�CAN� JUST� REDEEM�FOR�A�6!� LOAN�OR�REÚNANCE�OF�YOUR�
choice.
 It just doesn’t work that way. And, for that matter, it couldn’t 
work that way. The reason is that veterans aren’t getting a loan 
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directly from the VA. Instead, the agency is guaranteeing a 
portion of a loan that’s being issued by an approved lending 
institution.
 And mortgage lenders aren’t in the business of doling out 
housing loans to folks who meet some basic requirements, 
even if those requirements are rooted in service to our country. 
Lenders simply have too much to lose.
 That’s why the process can’t just stop once a veteran 
obtains the COE. If anything, that’s the point of acceleration. 
It’s also, to borrow a tired cliché, where the rubber begins to 
meet the road. The reality is that not every veteran and active 
DUTY�SERVICE�MEMBER�WHO�QUALIÚES�FOR�A�6!�LOAN�WILL�ULTIMATELY�
receive one.
 A housing loan, even one backed with a VA guaranty, 
REPRESENTS�A�MAJOR�VOTE�OF�CONÚDENCE�ON�BEHALF�OF�A� LENDER��
!ND�WHAT�THEYmVE�BECOME�CONÚDENT�IN�IS�YOUR�ABILITY�TO�REPAY�
the hundreds of thousands of dollars they’re loaning you, with 
interest, of course.
� 6ETERANS� AND� ACTIVE� DUTY�MEMBERS�WITH� A� SHAKY�ÚNANCIAL�
PROÚLE�CAN�ÚND�THEMSELVES�ON�THE�OUTSIDE�LOOKING�IN�
 The VA does not have strict, chiseled-into-stone criteria 
when it comes to obtaining a loan. There are some broad 
REQUIREMENTS�r�WEmVE�ALREADY�DISCUSSED�A�COUPLE�r�THAT�ARE�
GENERALLY�MUCH�MORE�FORGIVING�THAN�CONSUMERS�TYPICALLY�ÚND�
with conventional loans.

But satisfying the VA is only part of the battle. You also have 
to convince the lender that you’re worth the investment. And 
what that really means is convincing the underwriters.

Underwriters are basically folks who evaluate a mortgage 
COMPANYmS� LOAN� ÚLES� TO� DETERMINE� WHETHER� THE� LOAN� APPLI-
cant meets necessary guidelines and criteria and represents 
a safe investment. Some mortgage companies have their own 
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in-house underwriters, while others outsource the work to larg-
ER�OR�MORE�SPECIALIZED�ÚRMS�

Veterans and active duty members will become increasingly 
familiar with underwriters as the process rolls on. They will be 
the source of requests for additional paperwork and old docu-
ments down the line.

We’ll talk more about underwriters and the other major 
players in the loan process later in this chapter.

Now, though, let’s step back and look at the two major 
PILLARS�OF�6!�LOAN�QUALIÚCATION��CREDIT�AND�INCOME��4HESE�ARE�
the key areas that both the agency and its approved lenders are 
going to focus on when evaluating an applicant.

Understanding Credit
Far and away, credit is the most misunderstood and needlessly 
mysterious aspect of the home-buying process, not just for mili-
tary buyers but for consumers at large. It’s amazing how many 
applicants don’t know their credit score, let alone understand 
how credit works and why it’s important.
9OUR�CREDIT�PROÚLE�IS�WHAT�GOVERNS�YOUR�ABILITY�TO�GET�A�CAR�

loan, auto insurance, credit cards and, of course, a mortgage. 
Poor or tattered credit can put these items out of reach. But 
CONSUMERS� WITH� MORE� STERLING� CREDIT� PROÚLES� WILL� GET� BETTER�
interest rates when they need to borrow money.

To get credit means that someone is willing to lend you 
money with the expectation that you will repay the debt in a 
timely fashion. A simple example might be when a department 
store or a gas station issues you a credit card. In fact, those are 
great places for consumers to start establishing credit.
9OU�BUILD�UP� YOUR� CREDIT�PROÚLE�BY� REPAYING� YOUR� CHARG-

es each month, keeping balances in proportion and a few 
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other ways we’ll cover shortly. The entities that extend you 
credit also report your monthly transactions to one or more 
of the nation’s three credit bureaus: Equifax, Experian and  
TransUnion.

The key is to lather, rinse and repeat, so to speak.
Credit tends to snowball after you’ve proven adept at repay-

ing your debt on time. One credit card becomes three. Those 
HELP�CONVINCE�YOUR� LOCAL�BANK�OR�AUTO�DEALERSHIP� TO�ÚNANCE�
a car loan. After months and years of dutiful repayment and 
keeping your balances in check, you’ve built a solid credit 
PROÚLE�THAT�GIVES�LENDERS�CONÚDENCE�
9OUR� CREDIT� PROÚLE� AND� CREDIT� SCORE� IS� AS� GOOD� A� TOOL� AS�

there is to indicate your willingness and ability to repay debt. 
And that’s why it’s vital to understand how it works and what it 
means in the context of your VA home loan application.

The VA doesn’t have hard and fast rules when it comes to 
credit scores. In order to secure a VA guaranty, lenders have 
TO�DETERMINE�THAT�THE�VETERAN�IS�A�nSATISFACTORY�CREDIT�RISKo�WHO�
has shown a willingness to repay future obligations. That’s the 
VA requirement.

Lenders tend to want something a little more concrete.
That’s why they’re going to seize on a three-digit number 

THAT�FOLLOWS�YOU�EVERYWHERE�r�YOUR�CREDIT�SCORE��7HILE�THE�6!�
might not have a number in mind, you better believe that lend-
ers do. They’re not going to extend a loan to any applicant 
whose score falls below their standard, no matter how other-
wise deserving.

Accessing Your Credit Report and Credit Score
Once a year, you’re entitled to a free copy of your credit 
report from each of the three reporting agencies. To start, 
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visit www.annualcreditreport.com. Unlike some of the other, 
heavily advertised credit sites, this doesn’t require you to pur-
chase a report or any type of credit monitoring service. Forget 
all the ads and jingles. This one is actually free.

Be sure to download and print copies from all three credit 
bureaus. You should also make a note of the username and 
password you create for the site. Remember, you get only one 
free peek per year, so that log-in will be important if you want 
to go back and check something in the narrow window they 
allow you to access your reports.
.OW��YOUmLL�EVENTUALLY�COME�TO�ÚND�THEREmS�ONE�KEY�INGREDI-

ent missing from your free annual credit report: your credit 
score. The report details your accounts, balances, late payments 
and a host of other things. But you’ll have to spend money to 
actually get your credit score for each bureau. The same goes 
for learning your FICO score.

Know the Score
3O�WHAT�DO�BORROWERS�MEAN�WHEN� THEY�REFER� TO� THEIR� nCREDIT�
score?” 

It’s not always a simple question to answer. There are actu-
ALLY�ÚVE�DIFFERENT�TYPES��
&AIR� )SSAC� #ORPORATION�� OR� &)#/�� CREATED� THE� ÚRST� CREDIT�

score in the 1950s. Today, the FICO score is perhaps the best 
known and most widely used credit metric. Over time, the three 
credit bureaus (Equifax, Experian and TransUnion) adopted 
and adapted FICO’s general scoring formula to suit their own 
needs.

Each of the three now generate their own credit score, 
based in part if not entirely on FICO’s risk assessment formula. 
4HE�BUREAUS�ALSO�BANDED�TOGETHER�TO�COMPUTE�A�ÚFTH��KNOWN�
as the VantageScore.
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For consumers, that’s a lot of credit scores to worry about. 
Scoring ranges for the different methodologies vary. Here’s 
the essential takeaway: Lenders look at all of them but typically 
focus on the middle of the three credit bureau scores. 

Prospective borrowers should consider shelling out money 
to see their Equifax, Experian and TransUnion scores. Some opt 
to purchase only their FICO score, which can serve as a pretty 
good indicator of that middle ground lenders are looking for. 

In general, credit scores are calculated using a complex 
WEB�OF� FACTORS�� SOME���� IN� ALL�� BROKEN�DOWN� INTO�ÚVE�BROAD�
categories that are surprisingly simple and easy to understand. 
Let’s take a look at the categories and explain how each con-
tributes to your overall score:

p� 0AYMENT�(ISTORY�����PERCENT�OF�YOUR�SCORE	�
Paying your bills on time is the most important element 
of your credit score, hands down. The credit agencies 
have three classes of late payments: 30 days, 60 days and 
90 days. On average, a 30-day late payment will knock 40 
to 110 points off your score; a 90-day late payment will 
shave 70 to 135 points. Whatever it takes, make sure you 
hit your payment deadline each month, even if it’s the 
minimum.

p� #REDIT�#ARD�"ALANCES�����PERCENT�OF�YOUR�SCORE	
This is another reason why maxing out your cards is 
never a good idea. The scoring system looks at how 
much you owe and the total amount of credit available 
to you. Generally, it’s best to keep balances at no more 
than 30 percent of the credit limit. So, if you have Visa 
with a $1,000 limit, make sure the balance doesn’t ex-
ceed $300. The same holds true at a macro level. If you 
have six credit cards with a cumulative credit limit of 
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$10,000, strive to keep the total balance below $3,000. 
Even if you make payments on time, your score will still 
dip because of oversized balances.

p� #REDIT�(ISTORY�����PERCENT�OF�YOUR�SCORE	
4HIS� CAN� BE� A� PAINFUL� LESSON� FOR� SOME� ÚRST
TIME� BUY-
ers. Sometimes borrowers have a slightly lower score 
just because they aren’t old enough to have built an 
established credit history. This is also why it’s important 
to keep old credit cards open whenever you’ve paid the 
balance.

p� .EW�#REDIT�����PERCENT�OF�YOUR�SCORE	
This involves opening new accounts and having credit 
card companies and other entities check your credit, 
which can damage your score depending upon the fre-
quency. Checking your own credit will not harm your 
score, and in some cases opening new lines of credit 
CAN�PROVE�BENEÚCIAL��"UT� CREDIT� CHECKS�BY� CREDIT� CARD�
companies and others often take a negative toll on your 
OVERALL�CREDIT�PROÚLE��!PPLYING�FOR�ÚVE�NEW�CREDIT�CARDS�
isn’t going to boost your score. In fact, it will probably 
do the opposite.

p� 4YPES�OF�#REDIT�5SED�����PERCENT�OF�YOUR�SCORE	
The scoring system rewards consumers with multiple 
forms of credit, from several credit cards to mortgages, 
CAR� LOANS�AND�OTHER�CONSUMER�ÚNANCE�ACCOUNTS��4HAT�
diversity represents strength and stability in terms of 
handling debt and making good on repayment.

 There’s no uniform impact for one or more of those 
categories. Some factors wind up being more important for a 
given borrower than others, depending on his or her credit his-
TORY��4HE�SCORES�REÛECT�ONLY�WHATmS�IN�YOUR�CREDIT�REPORT��4HEREmS�
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nothing in there about income, work history, geography, de-
MOGRAPHICS�OR�ANY�OTHER�PERSONAL� IDENTIÚER�OTHER� THAN�YOUR�
name.

Believe it or not, most Americans have pretty decent credit.
 FICO slices its score range into eight categories: 

Credit score 0ERCENTAGE�OF�CONSUMERS

499 and below 1 percent

500-549 5 percent

550-599 7 percent

600-649 11 percent

650-699 16 percent

700-749 20 percent

749-799 29 percent

800 and above 11 percent

Remember that there are scoring models and ranges 
unique to each of the three credit reporting agencies. It’s a 
good idea to see where you stand with each of them, as well as 
to determine your FICO score, at the start of this journey. Your 
LOAN�OFÚCER�CERTAINLY�WILL�
 It’s also important to remember that if you’re planning 
to have someone else sign on your mortgage, the lender is 
GOING� TO� CONSIDER� THEIR� CREDIT� PROÚLE�� TOO�� 4HE� ONLY� ACCEPT-
able co-borrower on a VA loan is either your spouse or another 
VETERAN�� 9OU� CAN� ACCESS� YOUR� &)#/� SCORE� BY� VISITING�MYÚCO�
com. Remember that you’ll pay for the privilege.

Credit Scores, Interest Rates and Loan Qualification
4HE�&)#/�ALGORITHM�POOLS�INFORMATION�FROM�THOSE�ÚVE�CATEGO-
RIES�AND�CHURNS�OUT�A�SCORE��!ND�THATmS�WHAT�YOUR�LOAN�OFÚCER�IS�
going to gravitate toward in the early going.
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At the outset, your credit score might all but disqualify you 
from obtaining a VA loan for the time being. Again, there’s no 
by-the-numbers standard for veterans to participate in the VA 
Loan Guaranty program. The agency is looking for folks who 
REPRESENT�A�nSATISFACTORY�CREDIT�RISKo�AND�TYPICALLY�PAY�THEIR�BILLS�
on time.
 But most lenders in today’s marketplace aren’t going to 
touch a borrower with a credit score below 620. Veterans who 
FALL�BENEATH�THAT�LINE�HAVE�ENTERED�THE�nSUBPRIME” category, the 
riskiest and costliest lending bracket there is. Traditionally, sub-
PRIME�HOME�LOANS�HAVE�COME�WITH�SIGNIÚCANTLY�HIGHER�INTEREST�
RATES�AND�FEES��4HEYmVE�ALSO�BEEN�MARKED�BY�SIGNIÚCANTLY�HIGHER�
default rates.

The subprime mortgage meltdown of 2007-08 and ensuing 
collapse of the housing market have made subprime lending 
AN�EVEN�LESS�APPEALING�ENDEAVOR�FOR�LEGITIMATE�ÚNANCIAL�INSTITU-
tions. Veterans with sub-620 credit may still be able to obtain 
ÚNANCING��BUT�ITmS�AN�INCREASINGLY�RISKY�PROPOSITION�THAT�FEWER�
banks are willing to embrace.

One of the good things about credit scores is that they’re 
ÛUID�� #OMMITTED� VETERANS� CAN� BOOST� THEIR� CREDIT� SCORE� AND�
chances of getting approved for a loan by taking a few seri-
ous steps. We’ll cover those shortly. Even prime borrowers, or 
those with credit at or above 620, can save themselves money 
AND�HEADACHES�BY�WORKING�TO�IMPROVE�THEIR�CREDIT�PROÚLE��!ND�
that’s because your credit score will also play a major role in 
your loan’s interest rate.

As you probably guessed, a higher credit score can result 
in a much lower rate. But VA borrowers with so-so credit can 
secure better rates than on conventional loans. That might not 
mean much until you start to look at some numbers. These 
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ÚGURES�ARE�FOR�A���
YEAR�ÚXED
RATE�MORTGAGE�ON�A�HOME�PUR-
chased for $300,000. It’s also important to remember that rates 
have been historically low the last few years:

Credit Score APR -ONTHLY�0AYMENT

760-850 4.75% $1,564 

700-759 4.97% $1,604 

680-699 5.14% $1,637 

660-679 5.36% $1,677 

640-659 5.79% $1,758 

620-639 6.33% $1,864 

Compared to their brethren in the bottom category, 
borrowers in that top tier would save $300 a month in mort-
gage payments. That’s a healthy chunk of change for any home 
buyer. It’s even more impressive when you consider the savings 
over the course of a 30-year mortgage would tally an additional 
$108,000 for the borrower with excellent credit.

That last bit of math only holds true if you’re stuck in the 
same credit range for the next three decades. You certainly 
don’t have to be. One of the cornerstones of credit scores is that 
they’re dynamic. Your score can change in a matter of months.

Borrowers have a great degree of control over whether 
those changes are positive or negative. There are some tried-
and-true methods veterans can employ to boost their credit 
score, either to land a better interest rate or, more importantly, 
to qualify for a loan. We’ll list and develop those in a moment.

The fact is that lenders handle prospective subprime bor-
rowers in different ways. Some try to sell those customer leads 
to other lenders. Others just forget the veteran’s application 
entirely.
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We wanted to do something a little more proactive, espe-
cially because credit problems can prove especially disastrous 
for military borrowers. It’s almost a job hazard, at least in some 
respects. Active duty service members are hopping across the 
country and sometimes the globe, either on short-term assign-
ments, permanent changes of station or overseas deployments. 
"ILLS�AND�PAYMENTS�CAN�EASILY�GET�LOST�IN�THE�SHUFÛE�
3POUSES�WHOLLY�UNFAMILIAR�WITH�HOUSEHOLD�ÚNANCES�SOME-

TIMES� ÚND� THEMSELVES� FACED� WITH� JUGGLING� A� HOST� OF� NEW�
RESPONSIBILITIES� AND� ÚNANCIAL� OBLIGATIONS�� -ILITARY� MARRIAGES�
can even dissolve under the strain, which adds a whole new 
LAYER�OF�ÚNANCIAL�DIFÚCULTY�

In general, the military does a great job of preparing service 
MEMBERS� AND� THEIR� FAMILIES� FOR� THE� ÚNANCIAL� HURDLES� ASSOCI-
ated with deployment. There are classes, community support 
meetings and scores of pamphlets and information products to 
help ease the transition.

But folks do fall through the cracks.
It’s tough to tell someone who has proudly served our 

COUNTRY�THAT�THEIR�CREDIT�PROÚLE�WILL�KEEP�THEM�FROM�PURCHASING�
a home.
4O� TRY� AND� MINIMIZE� THOSE� DIFÚCULT� CONVERSATIONS�� WE�

CREATED� AN� ENTIRELY�NEW�DIVISION�WITHIN�OUR� COMPANY�r� THE�
$EPARTMENT�OF�3ECONDARY�!PPROVAL. Credit consultants work 
with veterans and active duty service members to improve 
their scores through a free, online check-up system. A DSA 
employee monitors the progress and alerts the veteran when 
it’s time to pull credit scores again in anticipation of loan 
PREQUALIÚCATION�

Hundreds of veterans have used the program to rebuild 
their credit and ultimately obtain a VA home loan. What they 
preach and teach over at DSA isn’t an industry secret. In fact, 
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we’ll go over the most important steps toward boosting your 
credit score soon.

First, here’s a word of caution. DSA is a great program for 
helping veterans boost their credit scores. There are others out 
there you can turn to for input and advice. But you should run 
away from any company that wants to charge you money in 
return for improving your credit.

Run.
Fast.
Plain and simple.
These shady companies don’t wield any inside power or 

possess any unique credit-boosting abilities. In fact, all they’re 
likely to do is charge you to take the same basic steps you could 
have taken on your own.

We don’t recommend credit counseling services either. 
There are some reputable agencies out there that will work 
with your creditors to arrange more manageable payments. 
"UT�THERE�ARENmT�A�LOT�OF�GUARANTEES�WITH�THESE�KINDS�OF�ÚRMS��
and veterans can wind up doing more harm than good.

After a rash of scams in recent years, the Federal Trade Com-
mission started issuing warnings to consumers on how to spot what 
OFÚCIALS�CALL�nCREDIT�CLINICS�o�3OME�OF�THE�WARNING�SIGNS�INCLUDE�
p� An organization that guarantees to remove late pay-

ments, bankruptcies or similar information from a credit 
report

p� An organization that charges a lot of money to repair 
credit

p� A company that asks the consumer to write to the credit 
REPORTING�COMPANY�AND�REPEATEDLY�SEEK�VERIÚCATION�OF�
THE�SAME�CREDIT�ACCOUNT�INFORMATION�IN�THE�ÚLE��MONTH�
after month, even though the information has been 
determined to be correct
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p� An organization that is reluctant to give out its address 
or one that pushes you to make a decision immediately

The reality is you can do most of the heavy lifting yourself. 
Organizations like DSA are there to shepherd and offer support 
and guidance along the way, without dipping into a veteran’s 
pocket.

Improving Your Credit Score
"OOSTING�YOUR�CREDIT� SCORE� ISNmT�AN� INSTANT�GRATIÚCATION�KIND�
of trick. It takes time, dedication and patience to bump your 
standing, although a lot can happen in a relatively short 
period. Military borrowers staring down a less-than-sterling 
credit score have to make a commitment to righting the ship, 
so to speak.
)TmS�EASY�FOR�BAD�HABITS�TO�FORM�WHEN�IT�COMES�TO�ÚNANCES��

They become ingrained over time, and these routines turn 
into immutable truths. In some respects, improving your credit 
score is about breaking a cycle.

Let’s take a look at the most effective tools for turning 
around your credit.

Disputing Errors
Credit reports are often littered with errors. A survey conduct-
ed in 2004 by the U.S. Public Interest Research Group found 
that about one in four credit reports contains errors serious 
enough to keep people from obtaining big-ticket items like 
home loans. This survey, which looked at responses from 200 
adults in 30 states, also found that:
p� Seventy-nine percent (79%) of the credit reports con-

tained mistakes of some kind
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p� Fifty-four percent (54%) of the credit reports contained 
personal demographic identifying information that was 
misspelled, long-outdated, belonged to a stranger, or 
was otherwise incorrect

p� Thirty percent (30%) of the credit reports contained 
credit accounts that had been closed by the consumer 
but incorrectly remained listed as open

This is why it’s so important to check your report regularly.
Scour your credit reports line by line. Look for any credit 

cards, installment loans or anything else that shouldn’t be 
there. If you’re 30 years old and there’s a 17-year-old credit 
CARD�ACCOUNT�ON�YOUR�PROÚLE�� ITmS�PROBABLY� SAFE� TO�SAY� IT� ISNmT�
YOURS�� )TmS�NOT�UNCOMMON�TO�ÚND�A� FOREIGN�ACCOUNT�ON�YOUR�
report, especially if you have a common name.

That can spell serious trouble for your credit score if some-
one else’s account is delinquent, littered with late payments or 
swollen with a huge balance.

When viewing your credit report online, you can easily 
dispute incorrect items by following the directions on screen. 
You can also dispute inaccuracies in writing. The FTC has an 
excellent sample dispute letter at http://www.ftc.gov/bcp/
edu/pubs/consumer/credit/cre21.shtm.

Either way, make sure to dispute an incorrect item with 
every credit agency reporting it and not just to one. Each is 
legally required to alert the others if an investigation deter-
mines that there’s something wrong on your credit report, but 
it’s always a good idea to hit all three.

In some cases, it’s better to take your dispute directly to the 
source instead of the reporting bureaus. Fixing mistakes and 
clearing up inaccuracies with the original creditor can prove 
equally effective, if not more so. They can easily contact the 
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credit monitoring agencies and update them with more accu-
rate information.

You should also be prepared to back up your claims with 
documentation. Disputing items online is a simple, click-happy 
process. But if you’re disputing late payments or other major 
inaccuracies, you’re probably going to need canceled checks, 
BANK� STATEMENTS� OR� OTHER� VERIÚABLE� DOCUMENTS� THAT� SUPPORT�
your contention.

It’s not just a matter of submit and forget.
The agencies usually have 30 days to investigate your dis-

putes. They will respond via the same channel you sent your 
request, either email or regular mail. In most cases, it takes 
another 45 days for the updated information and newly calcu-
lated credit score to hit your report.

Clearing your report of inaccuracies and errors can make a 
huge difference in your credit score. It takes nothing but time 
and a little patience.

We also recommend that military buyers lean on their 
LOAN� OFÚCERS� WHEN� THE� TIME� COMES� TO� DISPUTE� CREDIT� REPORT�
inaccuracies. The credit agencies actually service the lending 
INDUSTRY��WHICH�MEANS�LOAN�OFÚCERS�CAN�USUALLY�GET�THINGS�DONE�A�
lot faster and with considerably less headache. It’s a competitive 
space, and credit companies that respond quickly and work 
SEAMLESSLY�WITH�LOAN�OFÚCERS�TEND�TO�GET�THEIR�CONTRACTS�RENEWED�
)F� FOR� SOME�REASON�YOUmRE�NOT� SATISÚED�WITH� THE�RESULTS�OF�

the investigation, you have the right to ask the credit agencies 
to include in your report a statement addressing the dispute. 
You can also ask the agencies to give that statement to anyone 
who got a copy of your credit report in the few months prior. 
But the hard truth is that these statements of explanation 
don’t mean much to mortgage lenders. They’re looking at the 
bottom line, which in this case is your score.
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Making Payments
This is another crucial step. You simply cannot make late pay-
ments on your obligations without paying a penalty when it 
COMES� TO� YOUR� CREDIT� SCORE��4HIS� IS� THE�ÚRST� THING� THE� CREDIT�
bureaus will look for when calculating your score. Establishing 
a history of timely payments will do wonders for your score.

Tackle Your Debt
Don’t open a bunch of new credit cards and shift your balances 
from one to another. That can actually hurt your score. Keep-
ING� YOUR� BALANCES� LOW�r�AT�MOST� ��� PERCENT� OF� THE� LIMIT�r�
IS� KEY��#OMMIT� TO�PAYING�OFF� THE�DEBT� INSTEAD�OF� SHUFÛING� IT�
around. It’s also unwise to close unused credit cards to try and 
bump up your score. Credit history and the length of credit 
also play a role in determining your score. Closing older cards 
shortens your history and can negatively impact your score.

Take it Easy
Military borrowers with a minimal credit history should 
tread carefully at the outset. This is another area where our 
Department of Secondary Approval can help tremendous-
ly. Generally, borrowers in this situation should refrain from 
opening a bunch of new accounts in a short time because it 
MIGHT� ACTUALLY� HURT� THEIR� CREDIT� PROÚLE�� "UT� THERE� ARE� TIMES�
when borrowers simply have to do this in order to qualify. DSA 
credit experts will carefully assess an individual borrower’s 
needs.

Keep Credit in Check
Overall, credit cards and loans are good for your credit score. 
That is, so long as you’re using them responsibly. Keeping a 
mix of revolving credit and installments is important, but so is 
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striking the right balance. One thing you shouldn’t do is open 
a spate of new credit accounts in the spirit of having a good 
mix. There’s little indication it will help, and it might actually 
hurt your score if, as we mentioned earlier, you have a substan-
tial limit spread among many cards. People with a lot of credit 
tend to use it, and that’s not always a good thing.
 To sum up, the steps are relatively straightforward: Keep 
credit accounts open, use them responsibly, pay your bills on 
time and keep balances low. That’s the basic formula right 
there. There’s no special program or online tool you can pur-
chase to magically rehabilitate your credit. It’s a process that 
TAKES�TIME��COMMITMENT�AND�A�RECOGNITION�OF�THE�BENEÚTS�THAT�
COME�WITH�ÚSCAL�RESPONSIBILITY�
&OR� SOME� VETERANS�� A� BETTER� CREDIT� PROÚLE�MAY�MEAN� SIG-

NIÚCANT� SAVINGS� THROUGH� LOWER� INTEREST� RATES�� /THERS� FACE� A�
more stark prospect, mainly that without improved credit their 
DREAM�OF�HOMEOWNERSHIP�WILL�REMAIN�UNFULÚLLED�
4HE�ONE�THING�VETERANS�ON�SHAKY�ÚNANCIAL�GROUND�SHOULD�

not do is give up hope. We’ve watched scores of military bor-
rowers embark on the journey and ultimately rebuild their 
credit, some with help from our Department of Secondary 
Approval and others strictly on their own.

It can be done. Just ask James Sawyer.
*AMES�CAME�TO�US�IN�!PRIL������LOOKING�TO�GET�PREQUALIÚED�

for a VA loan. He found the company online, read through 
some customer testimonials and decided to make a call. After 
TRADING�BRIEF�INTRODUCTIONS��A�LOAN�OFÚCER�SOON�GOT�TO�THE�HEART�
of the matter, asking James about his credit score.

James was embarrassed to answer.
4HE�LOAN�OFÚCER�PULLED�*AMESm�CREDIT�AND�FOUND�HIS�&)#/�

SCORE�WAS������(E�WOULD�NEED�AT�LEAST�A�����TO�GET�QUALIÚED�FOR�
a VA loan.
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Committed to boosting his credit score, James decided to 
take advantage of our Department of Secondary Approval. He 
got connected to personal credit consultant Jake Levy, who 
EXAMINED� *AMESm� ÚLE� AND� CRAFTED� A� PLAN� OF� ATTACK�� (E� GAVE�
James a list of accounts to immediately work toward paying off 
and told him to stop having people pull his credit.

James didn’t waste a moment. He poured himself into pay-
ing off his debts. His hard work paid off just seven months later. 
We pulled his credit again and found his score had risen to 673, 
an incredible jump of almost 140 points in just 28 weeks. He was 
IMMEDIATELY�PREQUALIÚED�FOR�THE�6!�LOAN�HE�SO�BADLY�WANTED�
"UT�*AMES�WASNmT�SATISÚED��(E�CONTINUED�TO�PAY�DOWN�DEBT�

and work to improve his credit. He soon raised his score to 
721 and continues to keep a close eye on his report. Shortly 
after prequalifying, James found a beautiful two-story home in 
Conyers, Georgia. He bought it a few weeks later.

Bankruptcy and Foreclosure
These events can have devastating consequences for your 
CREDIT�PROÚLE��"UT�AS�PAINFUL�AS� THEY�ARE��NEITHER�BANKRUPTCY�
nor foreclosure will necessarily disqualify you from getting a 
VA loan.

Bankruptcy
4HERE�ARE�ENTIRE�BOOKS�DEDICATED�TO�ÚLING�FOR�BANKRUPTCY�AND�
changes to the process in recent years. The two major types of 
PERSONAL�BANKRUPTCY�PROTECTION�r�#HAPTER���AND�#HAPTER����r�
COME�WITH�THEIR�OWN�HURDLES��PERILS�AND�BENEÚTS��7EmLL� LEAVE�
that for another time and try to focus on what they mean in the 
context of your credit report and your VA entitlement.

There’s no getting around the fact that a bankruptcy is 
going to crush your credit. Veterans and civilian borrowers 
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alike can expect to see their credit score dip anywhere from 
130 to 240 points. That alone would make qualifying for a VA 
LOAN�INCREDIBLY�DIFÚCULT�FOR�MOST�MILITARY�BUYERS�

Even veterans with sky-high credit will still struggle to qual-
IFY� FOR� A�6!� LOAN�DURING� THE�ÚRST� TWO� YEARS� AFTER� THEIR� BANK-
ruptcy is discharged. In most cases, borrowers won’t be able to 
MEET�THAT�SOMEWHAT�NEBULOUS�DEÚNITION�OF�BEING�A�nSATISFACTO-
ry credit risk” until they’re two years beyond their bankruptcy 
discharge. The VA has carved out some exceptions here, if:
p� Veterans can prove the bankruptcy stems from circum-

stances beyond their control, such as unemployment, 
prolonged strikes at work or medical bills not covered 
by insurance, and

p� The veteran or spouse with the bankruptcy has since 
purchased consumer goods on credit and showed an 
ability to make on-time payments, or

p� The veteran was self-employed and a business failure 
caused the bankruptcy, so long as the veteran got a job 
after the failure; has no other major credit problems 
before or after the bankruptcy; and didn’t cause the fail-
ure by doing something illicit

6ETERANS�WHO�ÚLED�FOR�#HAPTER����BANKRUPTCY�PROTECTION��
which seeks to repay debts rather than erase them, may be 
able to qualify for a VA loan after showing 12 months worth of 
payments.

It’s also important to note that it’s not as if that prior bank-
ruptcy just disappears after two years. An underwriter will 
most certainly consider that prior bankruptcy as a negative  
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COMPENSATING�FACTOR if there are any other risk factors present. 
For example, say you slip and have a couple of late payments 
AT�SOME�POINT�AFTER�YOUR�BANKRUPTCY�ÚLING��%VEN�IF�THEYmRE�RELA-
tively small credit accounts, an underwriter is almost always go-
ing to deny the loan application unless there’s a really good 
explanation for those delinquent payments.

Here’s the bottom line: A bankruptcy adds risk. Always and 
forever. And that’s why it’s so important for military borrowers 
TO� BECOME� DILIGENT� r� ALMOST� ZEALOUS� r� WHEN� IT� COMES� TO�
rebuilding and maintaining their credit. Borrowers with a 
history of bankruptcy will always carry that with them, no mat-
ter how many years have gone by.

Leroy Garcia knows what it’s like to scale that mountain 
after bankruptcy.

He left the Air Force after years of proud service and settled 
in Nevada. Stability didn’t last long. His marriage collapsed in 
2007 and he found himself buried beneath a stack of bills after 
the divorce.

A two-income household was suddenly down to one, and 
,EROY� FOUND� IT� DIFÚCULT� TO� KEEP� HIS� HEAD� ABOVE� WATER�� !FTER�
WEEKS�OF�ÚGHTING�THE�CURRENT��HE�ÚNALLY�RELENTED�AND�ÚLED�FOR�
bankruptcy protection later that year. He lost the house and 
his credit score plummeted from 750 to about 590.

But he was bent on getting back into a house. He spent 
the next two years renting apartments and rooms and trying 
TO�REGAIN�HIS�ÚNANCIAL�FOOTING��(E�CAME�TO�US�IN�!UGUST�������
shortly after his bankruptcy passed the two-year mark. His 
credit was still spotty, and he wound up seeking help from our 
Department of Secondary Approval.
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n)�HAD� SOME�STUFF�ON�MY�CREDIT� REPORT� THAT� )�DIDNmT�KNOW�
ABOUT�o�,EROY�SAID��n)�STILL�HAD�BANKS�SHOWING�)�HAD�A�BALANCE�
when that was all wiped out with the bankruptcy. They helped 
me get my credit score back up and guided me through the 
whole process.”

Four months later, in early December 2009, Leroy’s 
DSA counselor re-pulled his credit and found his score had 
rebounded enough to qualify for a VA loan. He found a house 
on December 15, the same day he started looking.

He moved in two months later.

Foreclosure
Foreclosure and its counterparts (a short sale or a deed-in-lieu 
OF�FORECLOSURE) can prove more problematic for military buyers.

Foreclosure is when the bank takes back your house 
through formal proceedings because you can’t make the pay-
ments. A short sale is when the lender allows an underwater 
homeowner to sell the home for less than what is owed in 
order to recover at least some of the cost. And a deed-in-lieu 
allows a homeowner to basically return the house to the lender 
without formal foreclosure proceedings. None are particularly 
BENEÚCIAL�OUTCOMES�FOR�BORROWERS�

In terms of a credit crunch, foreclosure, a deed-in-lieu 
of foreclosure or a short sale will generally cause your score 
to drop somewhere from 85 to 160 points. More important-
ly, a foreclosure means you will not be eligible for a VA loan 
for at least two years. Borrowers who experience foreclo-
sure will want to spend that time rebuilding their fractured  
credit.

But there are some misconceptions out there about what a 
foreclosure means for future borrowing, especially when it’s a 
foreclosure on a previous VA loan. Let’s be clear at the outset, 
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because it’s been misstated many places: A veteran who has a 
VA loan foreclosed upon can obtain another VA loan in the 
future.

Countless service members have been told otherwise by 
BANK�OFÚCIALS��MORTGAGE�BROKERS�AND�OTHERS�WHO�EITHER�DIDNmT�
understand the program or who were looking to make a buck 
WITH�THEIR�OWN�ÚNANCING�OPTIONS�

Foreclosure on a previous VA loan does not preclude 
another VA loan down the road. Instead, the more important 
question involves how much of a loan the veteran will be able 
to obtain when the time comes.

The concept here is called second-tier entitlement, and 
it’s a confusing one for scores of folks both in and outside of 
the industry. As a refresher, in Chapter One we talked about 
the two entitlements that account for the VA’s one-quarter 
guaranty:

Primary entitlement: $36,000
Secondary entitlement: $68,250

 When a veteran has a VA loan foreclosed upon, the lender 
needs to determine how much, if any, primary entitlement the 
borrower has left. If the VA lost money on the original deal, 
odds are the veteran will not have much, if any, primary entitle-
ment remaining. It might be $15,000. But it could just as easily 
be zero.
 That’s where second-tier entitlement comes into play. Since 
veterans essentially have two separate VA entitlements, agency-
approved lenders can secure a loan based solely on the bor-
rower’s secondary entitlement. Of course, there’s a formula 
and some math involved to help make it extra confusing.
 Let’s say the veteran has used $48,000 of entitlement on a 
prior loan, which may not be restored, and wants to purchase 
a $320,000 home in a county where the loan limit is $625,000. 
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At that point, here’s the formula VA-approved lenders will 
follow:

$625,000 x 25% = $156,250 Maximum VA Guaranty
$156,250 - $48,000 = $108,250 Entitlement Available
 $108,250 x 4 = $433,000 Maximum Loan Amount with 
25 percent guaranty

 In this example, the borrower’s loan amount ($320,000) is 
well below the maximum amount that carries a full VA guaranty 
($433,000). Given that, the hypothetical borrower won’t need 
to come up with a down payment. Maximum loan amounts are 
subject to change, so it’s important to make sure you’re using 
THE�LATEST�ÚGURES�IN�YOUR�OWN�CALCULATIONS�

One of the quirks of the second-tier entitlement option 
is that there’s also a minimum loan amount of $144,000. Vet-
erans using their second-tier entitlement have to purchase 
a home for at least that amount in order to utilize the VA 
guaranty.

The concept is also what allows veterans to have two VA 
loans at the same time. Yes, it’s possible, although it’s relatively 
infrequent (a good example is if a veteran uproots because of 
a job transfer and wants to rent out his old home).

You can see why so many people get confused about entitle-
ment. But this is actually an incredible opportunity for veterans 
who have gone through hard times.

Second-tier entitlement allowed Tom Lindgren and his 
family to become homeowners once more.

A disabled Vietnam veteran, Tom struggled to keep a regu-
lar job upon his return home from Cambodia in 1971. Credit 
AND�ÚNANCIAL�ISSUES�MOUNTED�OVER�TIME��AND�HE�EVENTUALLY�ÚLED�
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for bankruptcy protection in 2001. The bank foreclosed on his 
home, which he had purchased with a VA loan.

Seven years later, with his bankruptcy in the rear view, he 
and his wife fell in love with a house near their northern Utah 
rental. They started working with a local mortgage company in 
June 2009 and were told the process would be simple, stream-
lined and on budget.

The results were anything but. The Lindgrens were approved 
for an FHA loan, provided they put down $25,000. Since they 
couldn’t cover that sizable down payment, they would have to 
use a state program that would essentially loan them the down 
payment, creating a second mortgage.

All told, with two mortgages and other related costs, they 
were staring at an $1,800-per-month payment. Needless to say, 
that was far beyond what they could afford.

Devastated, the couple started looking online for a way 
TO�UTILIZE�4OMmS�6!�BENEÚT��4HEY� FOUND�US�� TALKED�WITH� LOAN�
OFÚCER�.EAL� 2OEDER� AND� A� NEW� PHRASE� ENTERED� THE� COUPLEmS�
vocabulary: second-tier entitlement.

Back home, the local mortgage company tried to discour-
age the Lindgrens from using a VA loan. Tom’s old broker said 
he had never heard of the entitlement program. Company 
OFÚCIALS�TOLD�THE�COUPLE�THEY�WOULD�WIND�UP�HOMELESS�BECAUSE�
of the VA’s bureaucracy.

Undeterred, the Lindgrens plowed ahead and pursued a VA 
loan with us. As promised, their second-tier entitlement came 
through. They closed on their new home without the need for 
a down payment or private mortgage insurance. Their monthly 
payment would now be $1,300.

Tom was a homeowner once more.
n)T�WAS� JUST�AN�ANSWER� TO�A�PRAYER�o�HE�SAID��n)TmS� THE�MOST�

comforting, the most exciting thing that I can say has ever 
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really happened to us. I felt there was empathy, compassion 
even, and concern for our well being.”

When You Have No Credit
Nobody’s born with a credit history. It’s something you earn 
and develop over time. But not everyone is an early adopter. 
Active duty service members who join right out of a high school 
might not have a chance to open a credit card account or seek 
a loan until after their discharge.
 Others simply choose to pay for things with cash or don’t 
WANT�THE�RESPONSIBILITY�r�AND��AT�TIMES��THE�TEMPTATION�r�THAT�
comes with purchasing on credit. The lack of a credit history 
doesn’t mean you’re unable to participate in the VA Loan 
Guaranty program.
 To determine eligibility in these cases, lenders can base 
the decision on what they know about the veteran’s payment 
record on other items, such as rent, car insurance or utilities. 
Most lenders require at least three active credit lines with 
balances. We’ve closed loans with as few as one line of credit, 
provided we could verify those other payments (rent, utilities), 
but frankly those cases are few and far between.
 That’s why building a credit history is so important, and 
IT�ALL�STARTS�WITH�THAT�ÚRST�LINE�OF�CREDIT��.O�DOUBT�IT�CAN�SEEM�
DAUNTING� AT� ÚRST�� 4HATmS� WHY� A� GREAT� PLACE� TO� BEGIN� IS� WITH�
retailers and gas stations. They’re frequent targets for credit 
neophytes and are generally more willing to take a chance.

So, apply for and open a charge card at a local department 
store or a nearby gas station. Make some small purchases and pay 
off the balance each month. As we’ve mentioned before, don’t 
go wild and open a bunch of new cards at once. Focus on that 
one account. Over time, you’ll start to see credit card applications 
arrive in your mailbox. Convinced of your credit worthiness, the 
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department store or gas station will increase your credit limit.
Then you can start to think about opening another line.

Credit and Eligibility
In some respects, military borrowers have to serve two masters 
when it comes to credit and purchasing a home with a VA loan. 
And one is much less forgiving than the other.
� 6!�OFÚCIALS�WANT�TO�SEE�A�SUSTAINED�PATTERN�OF�ON
TIME�PAY-
ments and good credit management. In the grand scheme, 
one-time blips and isolated occurrences of unsatisfactory 
repayment probably won’t derail a service member’s ability to 
participate in the program. Again, the agency wants to ensure 
THE�VETERAN�IS�A�nSATISFACTORY�CREDIT�RISK�o�AND�THAT�PHRASE�ISNmT�
DEÚNED�BY�A�PARTICULAR�CREDIT�SCORE�OR�EVEN�A�RANGE�
 But the VA doesn’t issue the loan. The approved lender that 
does is going to take a much harder and more black-and-white 
VIEW�OF�A�VETERANmS�CREDIT�PROÚLE��7HILE�THE�6!�GUARANTY�INSPIRES�
CONÚDENCE��LENDERS�ARE�STILL�ON�THE�HOOK�FOR����PERCENT�OF�THAT�
loan if the borrower defaults. Mortgage lenders that issue hous-
ing loans to shaky borrowers don’t stay in business long.

In the end, it all works out to some cold calculus for military 
borrowers: You can’t have poor credit and expect to purchase 
a home.

Understanding Income
6ETERANS�WHO�ARE� CONSIDERED�A� nSATISFACTORY� CREDIT� RISKo�HAVE�
met one of the program’s two basic requirements. But they 
ALSO�HAVE�TO�SHOW�THAT�THEY�CAN�HANDLE�THE�ÚNANCIAL�BURDEN�OF�
homeownership and repay their loan on time.
 That means examining employment and income. Like 
everyone else, military borrowers have household expenses 
and obligations that go far beyond shelter. Underwriters want 
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to make sure the veteran has enough steady, legitimate income 
to cover a new mortgage payment along with those other lin-
GERING�EXPENSES��4HAT�STREAM�OF�VERIÚED�INCOME�NEEDS�TO�BE�
three things: stable, likely to continue and enough to cover the 
borrower’s needs.

Lenders over the years developed a straightforward way of 
examining a prospective borrower’s ability to handle mortgage 
payments by calculating a DEBT
TO
INCOME� RATIO�� OR� $4). In 
essence, this is a ratio of a borrower’s total monthly debt pay-
ments to his or her gross monthly income. The world of VA 
lending looks at DTI a bit differently than the other major 
lending avenues (FHA, USDA, conventional), in that the 
agency only cares about one ratio, which factors in all of the 
borrower’s monthly debt, from housing costs and revolving 
debts to anything else that’s pertinent. The other major loan 
options tend to favor two separate DTI ratios, one solely for 
housing expenses and a second, holistic tally.

But unlike its counterparts, the VA also takes residual in-
come into account. This is basically how much income is left 
over each month after shelter expenses and other family and 
household obligations are considered.

We’ll take a deeper look at those issues shortly.  For now, 
let’s look more closely at income and the types of streams both 
lenders and the VA look for from prospective borrowers.

Employment and Effective Income
Both lenders and the VA like steady, stable employment. For 
veterans and others who are no longer serving on active duty, 
lenders are generally required to verify that you’ve worked con-
tinuously for at least the last two years. The most common and 
STRAIGHTFORWARD�WAY�TO�DO�THIS�IS�THROUGH�r�YOU�GUESSED�IT�r�
ANOTHER�6!�FORM��4HIS� TIME�� ITmS� THE�2EQUEST� FOR�6ERIÚCATION�
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of Employment, VA Form 26-8497 (see Appendix B). You can 
ÚND�IT�ONLINE�AT�HTTP���WWW�VBA�VA�GOV�PUBS�FORMS���
�����
pdf.
 This is one of the few VA loan documents not meant for the 
applicant. Lenders ship these out to the veteran’s employer(s) 
of record for the previous two years. It’s not meant to be a bur-
den to busy employers, so much so that the VA notes at the top 
of the form that it should take only 10 minutes to complete.
� 4HE�VETERANmS�CURRENT�EMPLOYER�IS�ASKED�TO�PROVIDE�SPECIÚC�
information on a handful of key areas, including:
p� Current position
p� Probability of continued employment
p� Base, overtime, bonus and commission earnings, and 

whether the latter three are likely to continue
Previous employers are simply asked to verify the veteran’s 

last position, pay totals and reason for leaving the company. 
The VOE, as the 6ERIÚCATION�OF�%MPLOYMENT is usually called, 
and a paystub are the basic tools for checking a veteran’s 
employment status.

Job-hopping can sometimes prove problematic, or at least 
worrisome to lenders. People do change careers. But under-
writers are going to look for some kind of continuity between 
positions, and even then borrowers still might face some 
serious questions.

To count income from overtime work, part-time jobs, 
second jobs and bonuses, the veteran needs to show that same 
two-year period of stability.

Veterans who are self-employed or who make a living in 
the building trades, doing seasonal work or working mostly on 
commission have some additional paperwork hurdles to face. 
Tax returns for the previous two years will be essential in verify-
ing income.
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Lenders can only use self-employment income that the bor-
rower pays taxes against. From time to time, entrepreneurs and 
business owners stumble on unique and creative ways to reduce 
their tax liability. For example, if your business earns $100,000 
per year but you write off $50,000 before paying taxes, a lender 
can only consider the remaining $50,000.

For commission-based workers, the longer you’ve been 
employed the better. The VA will rarely guarantee a loan for 
veterans who’ve been generating that income for less than two 
years. Anything short of that is generally considered unstable 
income, given the nature of commissions and sales-based jobs.  
There are some rare exceptions when the veteran has either 
previous related employment or some type of specialized 
training. But today anything short of that two-year benchmark 
is a tough sell.

The same typically holds true for self-employed veterans. 
Fledgling entrepreneurs in business less than two years usually 
can’t count that income as stable and reliable. As always, there 
are a few exceptions, but otherwise newly self-employed veter-
ans will need additional sources of stable income in order to 
satisfy the VA and most lenders.

Self-employment is also an area where a VOE doesn’t quite 
WORK��4HE�LENDER�NEEDS�SOME�KIND�OF�THIRD
PARTY�VERIÚCATION�
OF�YOUR�INCOME�AND�ÚNANCIAL�STANDING��ALONG�WITH�THAT�OF�THE�
business. A veteran signing off on his or her own VOE isn’t 
exactly independent.

Self-employed veterans generally have to supply:
p� Individual tax returns for previous two years
p� Business tax returns for previous two years
p� &INANCIAL�STATEMENTS�LIKE�BALANCE�SHEETS�AND�PROÚT
AND


loss statements
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Lenders may also choose to obtain a credit report on the 
business as well as on the applicant. There’s some estimated 
guesswork involved when reviewing the income potential of 
a self-employed veteran. Lenders will look at trends and at 
comparable businesses to try and determine whether the busi-
ness owner is likely to make enough money to pay a mortgage 
in the coming years.

Similar to a veteran who has taken a pay cut with each suc-
cessive job, self-employed veterans whose businesses are in 
decline will receive extra scrutiny. The last thing lenders want 
IS�TO�ÛOAT�A�MORTGAGE�TO�AN�ENTREPRENEUR�WHOSE�BUSINESS�IS�ON�
the cusp of crumbling.

What about veterans who’ve been employed less than 
12 months?

In most cases, their income isn’t going to be considered 
stable and reliable. But it’s not a black-and-white call. Under-
writers can look at the veteran’s current job and any special-
ized training he or she has and, if gainful employment is likely 
to continue, include that income when considering the loan 
amount.

Recently discharged veterans may have held a job for just 
weeks or months before deciding to pursue a VA-guaranteed 
home loan. It’s often a case-by-case basis that tests the patience 
AND�ÛEXIBILITY�OF�AN�UNDERWRITER��7ILL�THEY�KEEP�THEIR�JOB�AND�
A�STEADY�STREAM�OF�INCOME�ÛOWING��$O�THEY�HAVE�ANY�EMPLOY-
ment experience or expertise beyond their military training?

This is where a letter of explanation from either the vet-
eran or an employer can make a huge difference for many 
borrowers.

Here’s a quick example: John King and his wife, Becky, 
came to us in 2009. John had recently completed his mili-
tary service, and the couple was preparing to move from 
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California to Oregon so John could start work with the Or-
egon State Police Department. They were hoping to close 
the loan based upon John’s anticipated income from the 
new job, before he received a single paycheck. We received 
permission from the underwriter to close the loan, provided 
John could produce a signed offer, an acceptance letter de-
tailing his salary and a letter from the state police explaining 
WHY� HE� WAS� QUALIÚED� FOR� THE� JOB� �IN� THIS� CASE�� HIS�MILITARY�
experience).

Underwriters and lenders often wrestle with these and 
OTHER� SIGNIÚCANT� QUESTIONS� REGARDING� NEWLY� DISCHARGED�
service members. Underwriters who approve shaky loans 
that ultimately default don’t stay in their jobs for long. At 
the same time, veterans seeking a fresh start in the civil-
ian world deserve a thorough look and a genuine shot at 
homeownership.

Active Duty Employment
Lenders will require a ,EAVE�AND�%ARNINGS�3TATEMENT instead 
of a VOE for active duty service members. It contains the same 
BASIC�ÚNANCIAL�INFORMATION��!CTIVE�DUTY�MEMBERS�CAN�ACQUIRE�
their LES online by using the MyPay portal at https://mypay.
dfas.mil/mypay.aspx.

Base pay counts as stable and reliable as long as the service 
member isn’t within a year of release from active duty. Lend-
ers can also include as effective income a service member’s 
"ASIC�!LLOWANCE� FOR�(OUSING and occasionally other military 
ALLOWANCES�r�CLOTHING��ÛIGHT�PAY��COMBAT�PAY�AND�OTHERS�r�
PROVIDED�THEYmRE�VERIÚED�AND�EXPECTED�TO�CONTINUE�

Service members within a year of their release from 
active duty or the conclusion of their contract term can pres-
ent a unique challenge. If their discharge date falls within 
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12 months of the anticipated date of their loan closing, the 
lender has to take a few extra steps to satisfy the VA. It makes 
sense, considering there may be uncertainty regarding the 
type of job and income that awaits the recently discharged 
veteran.

Given those potential question marks, lenders typically 
have to document at least one of the following four elements, 
if not more:
p� That the service member has already re-upped or other-

wise extended active duty service beyond that 12-month 
window, or

p� The service member has a legitimate job offer in the 
civilian world (information about earnings and other 
standard data has to be included), or

p� 3IGNIÚCANT� UNDERWRITING� FACTORS� THAT� COMPENSATE� FOR�
uncertainty, such as a down payment of at least 10 per-
cent or noteworthy cash reserves, or

p� A written statement from the service member declar-
ing his or her intent to reenlist or extend service, along 
with

p� !� WRITTEN� STATEMENT� FROM� A� COMMANDING� OFÚCER� CON-
ÚRMING� THE�MEMBERmS� ELIGIBILITY� TO� REENLIST� OR� EXTEND�
service and that it’s likely to go through

Other Sources of Income
Married veterans can rely on the income of their spouse as 
long as he or she will be contractually obliged on the loan. 
/THERWISE�� THE� INCOME�OF� SIGNIÚCANT�OTHERS�� ROOMMATES�AND�
other non-family members will not have an impact.
 Veterans can also choose to include income from alimony 
and child support, provided those sources are likely to continue. 
But you will have to provide a copy of the divorce decree, which 
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INCLUDES�SPECIÚCS�ON�CHILD�SUPPORT�AND�THE�AGE�OF�THE�CHILDREN��
Prospective borrowers might not be able to include this income 
if the child is within three years of turning 18.
4HEREmS�A�WHOLE�ARRAY�OF�nOTHER�TYPES�OF�INCOMEo�THAT�THE�

VA lumps together as potential sources, including:
p� 0ENSION�OR�RETIREMENT�BENEÚTS
p� Disability income
p� Stock dividends

Lenders can also take into account income from sources 
like public assistance programs and workers’ compensation. 
These aren’t things a veteran has to disclose to a potential 
lender, but they’re certainly free to do so. Generally, veter-
ans can’t include unemployment compensation as effective 
income, unless they’re seasonal workers or otherwise rely on 
unemployment as a regular part of their annual income.

Secondary sources of income need to be documented for 
AT�LEAST�TWO�YEARS�THROUGH�INCOME�VERIÚCATION�AND�TAX�INFORMA-
tion. Consistency is key here.

DTI and Residual Income
)NCOME� ÚGURES� ARE� CRITICAL� BECAUSE� THEY� ARE� USED� TO� GENER-
ate a veteran’s debt-to-income ratio. Again, this is a ratio of 
a borrower’s total monthly debt payments to his or her gross 
monthly income. In general, the higher the ratio, the more 
likely that your monthly expenses will outstrip your monthly 
INCOME��4HATmS�A� RED�ÛAG� FOR� LENDERS�WHO�ARE�CONSTANTLY�ON�
the lookout for warning signs and potential indicators of 
mortgage default. That’s not to say that folks with a high DTI 
ARE� AUTOMATICALLY� DISQUALIÚED� FROM� A� 6!� LOAN�� 4HEYmRE� NOT��
But it’s part of the overall calculus involved in evaluating a 
loan applicant.
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As mentioned earlier, the VA is interested in the big-picture 
ratio, the back-end number. The VA uses a DTI benchmark of 
���PERCENT��WHICH�IS�HIGHER�THAN�WHAT�YOUmLL�ÚND�WITH�CONVEN-
TIONAL�AND�EVEN�&(!�ÚNANCING�
(EREmS� HOW� IT� TYPICALLY� WORKS�� 9OUR� LOAN� OFÚCER� WILL� PLUG�

all of your debt and income numbers into an automated loan 
program and instantly see your DTI. A veteran with a DTI of 
41 percent or less will probably sail through with no problems. 
But prospective borrowers with a debt-to-income ratio above 
that threshold shouldn’t immediately resign themselves to 
renting. A DTI greater than 41 percent triggers additional lay-
ers of scrutiny on the part of the lender, both to satisfy the VA 
as well as its own concerns.

This is where residual income enters the picture.
Residual income is the other major income guide used 

by lenders and the VA to evaluate loan applications. This 
one is rooted in subtraction rather than division. The lender 
essentially adds up all of your monthly expenses, from hous-
ing and taxes to debt payments for cars, credit cards and 
other obligations. That total is subtracted from your monthly 
income. What’s left over is your residual income, which is 
essentially money left over for things like groceries, health 
care, gas and all the other trappings of consumer and fam-
ily life. The VA wants to ensure that a veteran has enough 
money left over to take care of regular household and family 
needs.

The VA has actually created tables on residual income for 
VA-approved lenders to consult. Here’s what it looks like:
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For example, an Ohio family of four must have at least 
$1,003 left over each month after paying those major obliga-
tions. The income levels are a bit higher in the Northeast and 
the West, each of which has a higher cost of living.

Like a veteran’s DTI, residual income alone isn’t supposed 
to automatically trigger approval or rejection of a loan. But 
it can be the basis for disapproving a loan, especially if the 
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residual income level is far below what would likely be consid-
ered adequate for the region.

Borrowers with debt-to-income ratios below 41 percent have 
to meet these residual income guidelines. Those whose DTI is 
GREATER�THAN����PERCENT�HAVE�TO�CLEAR�AN�ADDITIONAL�HURDLE�r�
their residual income must exceed the regional requirement 
by at least 20 percent.

Here’s a quick example: Say you’re an Ohio veteran with 
a DTI of 48 percent. At the same time, you and your spouse 
have good jobs and the residual income for your family of four 
amounts to $1,350 each month, which is about 35 percent 
greater than the $1,003 threshold. In this example, the veteran 
has exceeded the 20-percent benchmark and likely has enough 
money leftover each month to take care of family obligations 
and everyday living expenses.

The reality is we’ve helped veterans with a DTI of 60 percent 
ultimately secure a VA home loan. It’s not an everyday 
occurrence, but it certainly happens. One number or rate 
doesn’t always tell a borrower’s story.

But what about borrowers whose DTI and residual income 
are borderline?

When one or both of those key elements are toward the 
margins, lenders can turn to what are called compensating 
FACTORS. These are strengths that help offset concerns and 
weaknesses in the buyer’s loan application. There’s a laundry 
list of things that can be considered, including:
p� A sterling credit history
p� Minimal debt
p� Long-term employment
p� 3IGNIÚCANT�LIQUID�ASSETS
p� -ILITARY�BENEÚTS
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p� Conservative use of credit
p� And many others

The VA explicitly notes that compensating factors have to 
go above and beyond what would be considered a normal pro-
gram requirement. Most of our veterans and active duty service 
MEMBERS� BENEÚT� FROM� A� COMBINATION� OF� COMPENSATING� FAC-
tors. There are some who zoom through with excellent credit 
and plenty of disposable income. What’s important is that you 
won’t be judged by one number alone, unless that one number 
happens to be your credit score.

The VA is unmistakably clear that compensating factors can-
not counteract the effects of bad credit. Shaky DTI or residual 
income? Might not be a huge problem depending on any com-
pensating factors. But a credit score below 620 isn’t something 
that borrowers can mitigate or that lenders can justify.

Now, in terms of DTI and residual income, there is another 
WAY�TO�PROCEED��7HEN�A�LOAN�OFÚCER�CALCULATES�YOUR�$4)�AND�
residual income, he or she is doing so based on the estimated 
loan amount you’re seeking. So, if you’re looking at a 30-year 
ÚXED
RATE�MORTGAGE�AT������PERCENT�AND����������� THE�,/� IS�
crunching numbers based on a monthly mortgage payment 
(without taxes and insurance) of $1,380.

Let’s say she runs the numbers and determines that, at that 
loan amount, your DTI is an unsavory 50 percent and your 
residual income is less than stellar. Well, here’s an easy way to 
CURB�THOSE�MONTHLY�DEBTS�r�TRY�A�LOWER�LOAN�AMOUNT��4HATmS�EX-
ACTLY�WHAT�THE�LOAN�OFÚCER�WILL�DO��)F�A����������LOAN�LOOKS�TO�BE�A�
bit too much for the veteran, the LO can essentially just play with 
the numbers until they become workable. Instead of $250,000, 
maybe try $225,000 or $215,000. This kind of plug-and-play with 
loan amounts is standard fare for lenders nationwide.
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Sure, it’s disappointing when veterans discover the $250,000 
house they’ve been eyeing for months isn’t really in their price 
range. But a $215,000 house is better than none at all. And, of 
course, the other option is for prospective borrowers to tackle their 
CREDIT�AND�ÚNANCIAL�ISSUES�ÚRST�AND�HOLD�OFF�ON�PURCHASING�A�HOME�

Borrower spotlight: Stephen Hall
&ORT�7ORTH��4EXAS�r�3TAFF�3GT��3TEPHEN�(ALL�TRANSPORTED�SOLDIERS�
and supplies as an Army truck driver during the Persian Gulf  War.
 Part of the 101st Airborne, Stephen narrowly escaped harm 
in the winter of 1990 after a car brimming with insurgents 
pulled alongside his rig. Stephen swerved and ran the smaller 
vehicle off the road moments after a passenger pulled the pin 
of a grenade.
 He returned to Fort Campell in April 1991, two months 
after the war’s conclusion, barely worse for the wear.
 His second tour of Iraq would prove disastrously different.
 Stephen left the Army for a few years after the Gulf War but 
felt drawn back to service. He re-enlisted in 1996, switched his 
specialty from trucks to communication and ultimately found 
himself stationed in Germany on the eve of the 2003 Iraq 
invasion.
 He returned to the war-ravaged country in May of that 
year, stationed in a presidential palace in Central Baghdad. 
Five months into his deployment, on Halloween night, mortar 
rounds started streaking into the compound.
� 3TEPHEN�WAS�AMONG�THE�ÚRST�SOLDIERS�HIT�BY�THE�BLAST��4HE�
shock wave ripped the gear from his body. Dazed, he tried 
to stand and head for cover as sniper rounds pelted the 
ground.
 He couldn’t stay upright and started crawling for the closest 
DOOR��&INALLY��THE�MORTARS�AND�SNIPER�ÚRE�CEASED�



Veterans United Home Loans presents: !e Book on VA LOANS

64

� 3TEPHEN� SAT�UP� TO�ÚND�BLOOD�POURING� FROM�HIS� LEGS��4HE�
blast had shorn the skin from the right side of his face. Doctors 
managed to save his left leg, which took the brunt of the 
shrapnel.
 He was ultimately transported to Germany to begin a long 
and painful rehabilitation. Doctors there told him he had little 
chance of walking again.
 After months of intense therapy, Stephen proved them 
wrong. He eventually returned to the U.S. to work as an Army 
instructor in Georgia. Despite his perseverance, lingering 
pain took its toll. He fought to stay in the Army but ultimately 
received a medical discharge in July 2006.
 It didn’t take long for restlessness and boredom to set in. In 
need of a change, he decided to move back to Fort Worth and 
live with his sister while pursuing work in HVAC repair.
 But Stephen soon realized the physical demands of the job 
would be too much for his injured legs and back. He decided 
to turn back to an old love and took a job as a commercial 
truck driver.
 Life on the road suited him well. But soon a new love 
entered his life: The girl next door.
 Stephen hit it off with Brenetta, the woman who lived next 
to his sister’s apartment unit, in the winter of 2007. They got 
married in August 2009 and found themselves ready to move 
into a home of their own.
 From the outset, Stephen knew he wanted to use his VA 
loan entitlement to purchase a home. He had heard about the 
program during his Army days.
 Stephen and Brenetta found a house they liked and started 
working with a local lender. But their credit scores raised red 
ÛAGS�WITH�THE�COMPANYmS�UNDERWRITERS�AND�THEIR�LOAN�APPLICA-
tion was ultimately rejected.
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� $EÛATED��THE�COUPLE�DECIDED�TO�STEP�AWAY�FROM�THEIR�HOME�
search and catch their breath. Weeks passed, and soon Stephen 
was back online, researching VA loans. He found the website 
for Veterans United Home Loans and read some of the testi-
monials from previous customers.
� 3TEPHEN�LIKED�WHAT�HE�SAW�AND�ÚLLED�OUT�AN�ONLINE�FORM��
He then headed to the Better Business Bureau to dig a little 
deeper into Veterans United. The company, as Stephen discov-
ered, maintains an A+ rating with the agency.
� (E�SOON�RECEIVED�A�CALL�FROM�LOAN�OFÚCER�*EFF�$YNAK��WHO�
counseled Stephen on how to boost the couple’s credit scores. 
Jeff told them they wouldn’t currently qualify for a VA loan, but 
he pledged to help them take concrete steps to raising their 
scores and qualifying for a loan.
� n(E�KEPT�CALLING�BACK��SAYING��l,ETmS�TRY�THIS��LETmS�TRY�THAT�mo�
3TEPHEN�SAID��n*EFF�STUCK�WITH�US�FROM�DAY�ONE��)�JUST�FOLLOWED�
his advice.”
 It took a few months, but the Halls raised their scores 
enough to qualify. They circled back and put an offer in on the 
same home they fell in love with earlier in the year.
 Finally, after weeks of uncertainty, Jeff called with good news 
regarding the underwriting and approval process. The loan was 
a go. And because of Stephen’s service-connected disability, the 
couple wouldn’t have to pay the VA Funding Fee, a mandatory 
government charge that helps fund the VA loan program.

They purchased a $417,000 home without putting down a 
single dollar.
� n4HE�GUIDANCE��THE�SUPPORT��THE�LATE
NIGHT�PHONE�CALLS�r�
you don’t let the person down,” Stephen said of his experience. 
n*EFF�NEVER�QUIT��)�WOULD�TELL�MILITARY�MEMBERS�TO�TRY�6ETERANS�
5NITED�ÚRST�o





C h a p t e r  3 :

Loan PreqUaLification 
anD PreaPProVaL

We’ve given you a rather quick, high-level snapshot of 
the basic eligibility and usage requirements for a VA 

loan. These loans are an incredibly dynamic tool that offer 
SIGNIÚCANT�ÛEXIBILITY�AND�SAVINGS�TO�THOSE�WHO�HAVE�SERVED��"UT�
they’re not for everybody.

For example, a veteran interested in acquiring a rental 
property will have to look elsewhere. There are other circum-
stances and economic situations that might also make a VA 
loan untenable for some military borrowers. We’ll get to those 
in due time.

Now it’s time to talk about where we are in the grand scheme 
of the home-buying spectrum. Maybe you’ve been thinking 
about purchasing a home for months, like Tom Lindgren and 
his wife. Or perhaps you’re just now considering the possibility 
AND�TRYING�TO�DECIDE�IF�HOMEOWNERSHIP�REPRESENTS�A�GOOD�ÚT��
Everyone comes to the process with a different perspective and 
singular desires and needs.

Here’s a little secret that might relieve some pressure: You 
don’t need to know right away. Some prospective borrowers 
start the process without a clue as to whether they can actually 
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afford a home. Others come to the table unable to tell the 
difference between PMI and the PTA. And there are a relative 
FEW�WHO�STEAMROLL�FROM�START�TO�ÚNISH��CERTAIN�OF�THEIR�ABILITY�TO�
qualify for, obtain and pay off that mortgage.
/NCE�A�VETERAN�DECIDES�TO�MOVE�FORWARD��THE�ÚRST�QUESTION�

is usually: Where do I start?
The answer depends on whether you’re asking a real estate 

agent or someone on the mortgage side of the equation. Some 
MILITARY�BORROWERS�PREFER�TO�START�BY�ÚNDING�A�REAL�ESTATE�AGENT�
to work on their behalf. Others may decide to hunt for a qual-
IÚED�MORTGAGE� COMPANY� THAT� CAN� GIVE� THEM� AN� IDEA� OF� HOW�
much they can actually afford to spend.

Granted, we’re a bit biased on the subject. But if you begin 
BY�ÚNDING�A�REAL�ESTATE�AGENT��ONE�OF�THEIR�ÚRST�QUESTIONS�WILL�
be: Have you been preapproved for a loan? So, you’re going 
to circle back to the mortgage company sooner rather than 
LATER��7E�ÚGURE�YOU�MIGHT�AS�WELL�START�THERE��-OVEMENT�WILL�BE�
glacial at best until you’ve been preapproved for a loan.

If you start with the real estate agent, they’ll quickly point 
you to a mortgage company. If you start with the mortgage 
company, they’ll look to connect you with real estate agents 
they’ve worked with in the past. That’s that way it works in gen-
eral, no matter the type of home loan you’re pursuing.

We tend to believe VA loans represent a unique wrinkle 
that tilts the balance.

The fact is VA loans aren’t run-of-the-mill for a vast majority 
of real estate agents and mortgage companies. It’s important 
for borrowers to understand that a lot of mortgage lenders and 
real estate agents are simply unfamiliar with VA loans or rarely 
work with military borrowers.

There are also some longstanding misconceptions and 
institutional stereotypes about VA loans and the process at 
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large. Some of those are grounded in a bit of truth. But the 
PROCESS� TODAY� IS�MUCH�MORE� STREAMLINED�AND�EFÚCIENT� THAN�
in decades past. Despite updates and changes, VA loans can 
still conjure a negative image or a bad taste for some agents 
and mortgage brokers. The mistaken impression can wind up 
pushing veterans away from a program designed explicitly to 
help them become homeowners with relative ease.
6ETERANS� SHOULD� ÚND� SOMEONE� THEYmRE� COMFORTABLE� WITH�

and trust. It doesn’t have to be us, although VA loans are all 
we do as the country’s largest dedicated VA lender. We made 
AVAILABLE� MORE� THAN� ��� BILLION� IN� ÚNANCING� IN� ����� ALONE��
and more than 500,000 service members have come to us 
FOR�HELP�WITH�THEIR�HOME�LOAN�BENEÚTS�IN�THE�PAST�NINE�YEARS��
We also have a national network of real estate agents who have 
worked extensively with military families. But enough of the 
commercial.
4HERE� ARE� CERTAINLY� OTHER� QUALIÚED�MORTGAGE� COMPANIES�

out there. Finding folks who truly understand this unique 
home loan program and work with it routinely is paramount.

Getting the Green Light
So, no matter which route you’ve chosen, you’re going to wind 
up in search of loan preapproval.
 It’s important for veterans and military buyers, especially 
ÚRST
TIMERS��TO�RECOGNIZE�THAT�GETTING�PREAPPROVED�FOR�A�LOAN�IS�
VASTLY�DIFFERENT�FROM�GETTING�PREQUALIÚED�FOR�ONE�
!�HAM�SANDWICH�CAN�GET�PREQUALIÚED��/+��MAYBE�ITmS�NOT�

that easy, but LOAN� PREQUALIÚCATION involves a cursory, bare-
BONES�LOOK�AT�A�BORROWERmS�ÚNANCES��9OU�CAN�CALL�A�LENDER��DISH�
OUT�SOME�BASIC�ÚNANCIAL�INFORMATION�AND�TYPICALLY�GET�PREQUAL-
IÚED�FOR�A�LOAN�IN�MINUTES��(ECK��YOU�DONmT�EVEN�HAVE�TO�CALL�
ANYMORE��,ENDERS�WILL�ISSUE�PREQUALIÚCATION�ONLINE�
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 You will get a broad, ballpark estimate of your loan amount 
GENERATED�WITHOUT�A� LOOK�AT� YOUR�HOLISTIC�ÚNANCIAL�PROÚLE�OR�
your ability to afford a home purchase.
 You will get a tool, albeit a rather dull and blunted one.
� 0REQUALIÚCATION�CAN�HELP�VETERANS�GET�A�FEEL�FOR�SOME�OF�THE�
general questions and issues they might need to address. But 
JUST�KNOW�THAT�THE�WORD�nPREQUALIÚEDo�DOES�LITTLE�TO�LIGHT�THE�
eyes of real estate agents and prospective sellers.
 Preapproved is another story.
 By comparison, getting preapproved for a loan is a much 
more arduous and involved process. It also carries much 
more weight with sellers and means you’re really ready to 
shop for a home under realistic conditions and budgetary 
constraints.

In most cases, veterans and other military borrowers need 
to get preapproved for a VA loan before they go house hunting 
in earnest.
9OUR�LOAN�OFÚCER�UNDERSTANDS�ALL�OF�THIS�PERFECTLY��3O�WHY�IS�

HE�OR�SHE�TALKING�TO�YOU�ABOUT�GETTING�PREQUALIÚED�FOR�A�LOAN��
Mainly because we have to start somewhere.

Why Prequalification is Important
)N�ESSENCE��PREQUALIÚCATION� IS� A�PROCESS�OF� CONVERSATION�AND�
FAITH��AT�LEAST�OF�THE�ÚNANCIAL�SORT��4HE�PROCESS�DOES�THREE�BASIC�
things:
p� Gives the prospective borrower a broad estimate of pur-

chasing power
p� Tells the lender immediately if the veteran cannot 

obtain a VA loan at that time
p� Lays a foundation for the underwriting process to begin 

once a contract is in place
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Let’s just say, for the sake of a simple example, that you’re 
tooling around online for VA home loan information and you 
COME�ACROSS�OUR�COMPANY��9OU�ÚLL�OUT�A�FORM�WITH�SOME�BASIC��
best-guess information, such as an estimate of your credit rating, 
the prospective loan amount, when and where you plan to pur-
chase and a couple others. Veterans who call us or any other 
lender will give the same basic information over the phone.
9OU�DONmT�NEED�EXACT�ÚGURES�AND�PRECISE�DATA��AT� LEAST�AT�

THIS�STAGE��4HE�LOAN�OFÚCER�IS�TAKING�YOU�AT�YOUR�WORD�IN�REGARD�
to your job status, income and other pertinent information.

But there’s one part of the equation that requires more 
than just a good faith guess: The borrower’s credit score. And 
that’s because bad credit can kill your chances of getting a VA 
loan right out of the starting gate.

At the present time, prospective borrowers with a credit 
score below 620 will have trouble securing a VA loan. It’s just 
that simple. Chalk it up to the subprime mortgage collapse and 
the slew of foreclosures that followed. The cut-off varies among 
lenders, but that’s a pretty representative baseline.

 So, you can ballpark your annual income. Heck, you 
can pretty much fudge most of the information you provide, 
although it really doesn’t do you much good. But the loan 
OFÚCER�IS�GOING�TO�ASK�FOR�YOUR�3OCIAL�3ECURITY�NUMBER�AND�PULL�
YOUR�CREDIT�PROÚLE�AND�YOUR�CREDIT�SCORE�BEFORE�A�PREQUALIÚCA-
tion can be issued.

That you can’t fake or fudge. And, at least at our shop, pro-
spective borrowers with a score below 620 immediately head 
TO�A�DIFFERENT�TRACK�r�THE�$EPARTMENT�OF�3ECONDARY�!PPROVAL��
which we talked about earlier. Most lenders will not issue any 
KIND�OF�PREQUALIÚCATION�OR�PREAPPROVAL�TO�SUBPRIME�BORROWERS�
%VEN�IF�YOUR�CREDIT�SCORE�CHECKS�OUT��A�GOOD�LOAN�OFÚCER�WILL�

WORK�TO�DEVELOP�THE�CONVERSATION�AND�LOOK�FOR�MAJOR�RED�ÛAGS�
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that signal potential trouble ahead. Employment status, which 
we covered last chapter, is a good example.

There’s no way for a recently discharged veteran to have 
two years of steady employment, which is the agency’s broad 
requirement. But if the veteran specialized in electrical systems 
IN�THE�MILITARY�AND�HAS�SPENT�THE�PAST�ÚVE�MONTHS�WORKING�AS�
AN�ELECTRICIAN�� THATmS�GOING�TO�BE�ÚNE��AS� LONG�AS� THE�6!�GETS�
an explanation of why this loan should be guaranteed despite 
missing the two-year mark.

But if that same veteran is instead working as a used car 
SALESMAN�� THATmS� PROBABLY� NOT� GOING� TO� ÛY� WITH� THE� 6!�� !ND�
lenders can’t move forward with a loan application that the VA 
is ultimately going to reject.

Fudging the Facts
Now, a word here about honesty: There’s absolutely no point 
IN�INÛATING�YOUR�INCOME�LEVEL��YOUR�MONTHLY�DEBTS�OR�ANY�OTHER�
ÚNANCIAL�ÚGURES�WHEN�YOU�ÚRST�START�TALKING�TO�MORTGAGE�FOLKS��
The bold, bare facts are going to become plainly evident if you 
continue down the path to purchasing. So gross exaggerations 
or patently false information only serves to waste time and 
resources, both on the lender’s end and on the borrower’s.

It’s also illegal to falsify loan documents.
,ENDERS�AND�LOAN�OFÚCERS�HAVE�HEARD�IT�ALL�BEFORE��4HEYmVE�

worked with multimillionaires and folks struggling paycheck to 
paycheck. The fastest way to make your home-buying process 
a tough and miserable one is to start with dishonesty. Don’t 
EVER�BE�AFRAID�TO�UTTER�THE�PHRASE�n)�DONmT�KNOW�o�4HATmS�PER-
fectly acceptable. But outright falsehood is something entirely 
different.
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The RESPA packet
If there are no immediate, wildly apparent hurdles, the loan 
OFÚCER�WILL�TAKE�YOUR�CREDIT�SCORE�AND�UNVERIÚED�ÚNANCIAL�INFOR-
mation and feed it into a what’s called an AUS, or Automated 
5NDERWRITING�3YSTEM. This is a high-tech computer program 
THAT�INSTANTLY�ANALYZES�AN�APPLICANTmS�KEY�ÚNANCIAL�INFORMATION�
and spits out a loan approval or a loan rejection. We’ll talk 
more about AUS later when we get to preapproval.

At this stage, running the numbers and cranking out an 
ESTIMATED�LOAN�AMOUNT�IS�MOSTLY�ACADEMIC��,OAN�PREQUALIÚ-
cation is free and completely nonbinding for the veteran. It 
ALLOWS� THE� LENDER� TO� GET� A� BORROWER�PROÚLE� AND� SOME�BASIC�
information set up in the AUS. It allows the veteran to get 
a broad measuring stick weighed down with caveats and 
conditions.

It’s worth noting that not every application is suitable for an 
!53�EVALUATION��4HERE�ARE�A�FEW�ADVERSE�SITUATIONS�r�ALMOST�
ALWAYS�INVOLVING�THE�VETERANmS�CREDIT�HISTORY�r�WHEN�THE�LOAN�
will require a manual underwrite. We’ll cover that shortly.
&OR�NOW��PREQUALIÚCATION�IS�WHERE�THE� LOAN�APPROVAL�PRO-

cess starts. It also kicks off a torrent of paperwork.
"Y�LAW��LENDERS�HAVE�THREE�DAYS�TO�SEND�YOU�THE�OFÚCIAL�LOAN�

approval paperwork after pulling your credit score. In indus-
try circles, it’s known as a RESPA packet. 2%30! is the Real 
Estate Settlement and Procedures Act, a 1974 law that basically 
increased transparency and disclosures involving the home-
buying process. The law has helped boost consumer protec-
tion and provide homeowners with a clearer accounting of 
costs and fees associated with their potential home purchase.

The packet is a fat stack of forms, documents and releases 
THAT� ÚLL� IN� THE� BORROWERmS� BLANKS� AND� PROVIDE� ACCURATE��
VERIÚED� ÚNANCIAL� AND� PERSONAL� INFORMATION�� 4HE� FORMS� CAN�



Veterans United Home Loans presents: !e Book on VA LOANS

74

be intimidating to prospective borrowers. Some have odd-
sounding names and small-type legalese.

That’s why we’re going to go over some of the major docu-
ments in detail.

Loan Approval Paperwork
We’ve reproduced these documents directly from one of our 
own loan application packets. Most lenders will also have their 
own in-house forms in addition to the standard, government-
required documents. Since those can vary, we’ll just stick 
with the forms that every prospective military borrower will 
encounter.

At the outset, it’s also important to note that your loan of-
ÚCER�WILL�ÚLL�OUT�MOST�OF�THESE�FORMS�FOR�YOU��USING�INFORMATION�
YOU�SUPPLY�OVER�THE�PHONE�AND�ÚGURES�HE�OR�SHE�IS�ABLE�TO�VER-
IFY�FROM�TAX�FORMS�AND�OTHER�IMPORTANT�DOCUMENTS��9OUmLL�ÚLL�
in some of the blanks on the following pages, but most of your 
work involves signing your name. That said, it’s still helpful for 
some borrowers to get an overview of what awaits.

Uniform Residential Loan Application
4HE�ÚRST�SIGNIÚCANT�DOCUMENT�IS�THE�LOAN�APPLICATION�ITSELF��THE�
5NIFORM�2ESIDENTIAL�,OAN�!PPLICATION.
� 4HIS�ÚVE
PAGE�BEAST�IS�THE�EPITOME�OF�THE�STANDARDIZED�FORM��
LITTERED� WITH� BOXES� AND� REQUESTS� FOR� PERSONAL� AND� ÚNANCIAL�
information. There’s no escaping it, either. If you’re hoping 
TO�BUY�A�HOME��YOUmRE�ÚLLING�OUT� THIS� FORM��)TmS� THE�STANDARD�
for all residential loans, no matter whether it’s VA, FHA or 
conventional. You might hear it called a 10-oh-3, as it’s for-
mally known as Fannie Mae Form 1003 (it’s also Freddie Mac 
Form 65). Whatever you want to call it, it’s a time suck that’s 
absolutely crucial.
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 We’re going to go over each of the form’s 10 sections one at 
a time. We’ll reproduce the sections individually here, but you 
can see the form in total as Appendix C. You can also down-
load the application directly from the Fannie Mae website at 
https://www.efanniemae.com/sf/formsdocs/forms/1003.jsp.
� 4HE�REALITY�IS�YOUR�LOAN�OFÚCER�SHOULD�COMPLETE�THIS�APPLI-
cation. Borrowers will obviously provide key information, but 
lenders have a duty to explain to consumers how to complete 
these forms accurately. Reproducing them here is meant to 
help give prospective borrowers a sense of what lies ahead.

Section I: Mortgage Type and Terms

 You’re applying for a VA loan. That’s probably self-
explanatory. You can always go back and change your selection 
IF�THE�6!�FOR�SOME�REASON�ÚNDS�YOU�INELIGIBLE�OR�IF�YOU�DECIDE�
another loan program makes better sense.
 That’s true for any other part of the loan application. You 
can make changes as the process moves forward, so don’t worry 
about being locked in to early choices.
� 4HE�AGENCY�AND�LENDER�CASE�NUMBERS�WILL�BE�ÚLLED�IN�BY�YOUR�
LOAN�OFÚCER��4HERE�ARE�ALSO�SPACES�FOR�THE�LOAN�AMOUNT�YOUmRE�
seeking, the length of your requested loan term (30 years is the 
most common) and the amortization type.
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4HERE�ARE�THREE�MAIN�AMORTIZATION�TYPES��ÚXED�RATE��ADJUST-
able rate (ARM) and graduated payment (GPM). We’ll talk a 
lot more about loan types and rates in Chapter 5. For now, 
CHECK�ONE��WE�RECOMMEND�ÚXED�RATE�IN�MOST�CASES	�AND�MOVE�
on to the next maze of boxes.

Section II: Property and Purpose

There usually isn’t a property address at this stage. A legal 
description will come down the road once you do have a prop-
erty in mind.
 The purpose and property lines are important. We’ll 
TALK� ABOUT� REÚNANCING� WITH� A� 6!� LOAN� IN� #HAPTER� ��� 7EmVE�
already discussed how lenders frown upon, to put it mildly, VA 
construction loans. So the odds are you’re either checking the 
0URCHASE�OR�2EÚNANCE�BOXES�HERE�
 We’ve also already talked about how veterans can’t use a VA 
loan to buy investment or rental properties. And make no mis-
take: Trying to beat the system is a bad idea. Lenders in general 
aren’t apt to take a borrower at his or her word.
 In fact, they will automatically review the property, exam-
ining things like the distance from work, drop in cost from 
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current residence and other signs that this property isn’t 
intended as a primary residence. In short, lenders will check 
thoroughly to satisfy this requirement.

Now, as we touched on earlier, there are some unique cases 
WHERE�A�QUALIÚED�BORROWER�CAN�HAVE�TWO�6!�LOANS� IN�PLAY�AT�
THE�SAME�TIME��"UT�WHETHER�YOUmRE�LOOKING�TO�REÚNANCE�OR�PUR-
CHASE��YOUmRE�LIKELY�CHECKING�THE�nPRIMARY�RESIDENCEo�BOX�HERE�
 The areas for title and estate holding sound confusing but 
ARE� RELATIVELY� SIMPLE� TO� NAVIGATE�� 9OUR� LOAN� OFÚCER� CAN� HELP�
ANSWER�SPECIÚC�QUESTIONS��BUT�IN�GENERAL�THE�TITLE�WILL�BE�IN�YOUR�
name or in conjunction with your spouse’s name. To hold the 
ESTATE�IN�nFEE�SIMPLEo�MEANS�THAT�YOU�OWN�BOTH�THE�RESIDENCE�
AND� THE�PROPERTY� IT� RESTS�UPON��WHILE� nLEASEHOLDo�MEANS� YOU�
own the home but lease the land.
 Veterans and active duty service members will check the 
nFEE�SIMPLEo�BOX�HERE�

Section III: Borrower Information

This one probably looks painfully familiar. It’s a request 
for the basic personal information you’ve given out dozens of 
TIMES��4HE�n9RS��3CHOOLo�BOX�IS�A�VESTIGE�OF�DECADES�PAST��WHEN�
the loan approval process included a type of calculation to ball-
park how much money you might make in future years. Since 
it’s against the law to lie on a loan application, it’s probably a 
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good idea to play it straight here. Your loan application won’t 
WIND�UP�IN�LIMBO�OR�GET�REJECTED�BECAUSE�YOU�DIDNmT�ÚNISH�HIGH�
school or college.

Section IV: Employment Information

 Lenders like stability and predictability.
Someone who’s been in the same job and the same line 

OF�WORK�FOR�TWO�YEARS�OR�MORE�USUALLY�ÚLES�AN�APPLICATION�THAT�
SCREAMS�nSTABLE�o�4HAT�ISNmT�TO�SAY�THAT�LAYOFFS�AND�CAREER�CHANGES�
don’t occur, but every loan is a gamble, at least to a degree. Mort-
gage lenders don’t make money by betting on the wrong horse.
 Having a track record of job stability certainly helps. Mov-
ing from job to job isn’t necessarily a bad thing, especially if 
that movement comes with corresponding pay hikes. But 
applicants who have been in their current job or line of work 
for less than two years might be looked at a bit differently.
&OR�NOW�� FOCUS�ON�ÚLLING�OUT� THESE�ÚELDS� AS� ACCURATELY� AS�

possible. Lenders will follow up with your employers to verify 
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information, especially as it relates to your experience and 
income.

If you’ve been out of work during the previous two years, 
make sure to note the time frame and list the reasons for it.

Section V: Monthly Income and Combined Housing 
Expense Information

 Accurate income information is critical to the loan approval 
process. So is determining what kind of monthly obligations 
and debts a prospective borrower might have. Later in this 
process, the lender will determine your debt-to-income ratio, 
or DTI, which plays a key role in what kind of loan, if any, 
you’re able to land.
 For now, this section focuses on income and expenses only 
RELATED� TO� HOUSING� AND� SHELTER�� 5NDER� THE� n/THERo� INCOME�
heading, veterans don’t need to include sources like alimony 
or child support if they don’t want that considered.
 The housing expense side is especially breezy for renters. 
Current homeowners should be sure to include information on 
all mortgages along with their tax and insurance information.
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Section VI: Assets and Liabilities:
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 Just a quick glance at this one is enough to make the eyes 
GLAZE�OVER��)T�ISNmT�AS�BAD�AS�IT�MIGHT�LOOK��4HAT�SAID��ITmS�DEÚ-
NITELY�A�GOOD�IDEA�TO�GO�OVER�THIS�PART�WITH�YOUR�LOAN�OFÚCER��
!ND�PLEASE�r�PLEASE�r�ASK�QUESTIONS��NOT�JUST�ABOUT�!SSETS���
Liabilities but about any aspect of the loan process or the mort-
gage industry at large.
 This is one of the biggest investments you’ll ever make, and 
probably the largest single purchase. Asking questions makes 
for an informed consumer. You should always work with a 
lender who’s genuinely concerned with your best interests, but 
that doesn’t absolve you from being your own best advocate. 
The bottom line is if you don’t understand something or feel 
out of the loop, start asking questions. And don’t stop until you 
get a satisfactory answer that you truly understand.
 A prospective borrower’s standing as it relates to assets has 
become increasingly important to lenders. In some ways, assets 
are almost as important as a solid credit history. And like a 
NEGATIVE� CREDIT�PROÚLE�� AN�UNHEALTHY�ASSET�BALANCE�CAN�KILL� A�
transaction. A history of overdrafts or a lack of reserves, which 
are basically additional monies that can help solidify a loan 
application if there’s some doubt or concern, can be especially 
damaging.
� ,ETmS� TAKE�A� LOOK�AT� THE� FORM��4HE�ÚRST� SPACE� IS� FOR� INFOR-
mation on the earnest money you put forth. %ARNEST�MONEY 
IS�BASICALLY�A�ÚNANCIAL�SHOWING�OF�SERIOUSNESS�AND�GOOD�FAITH��
You’ll put up an agreed-upon amount to show the seller you’re 
interested in purchasing. You can also just think of it as a 
deposit. The amount you must put forward depends on where 
you live, the property in question and a few other key factors, 
but it’s generally not more than a few thousand dollars.
 Your earnest money goes into an escrow account that, if 
all goes as planned, will eventually be put toward closing costs 



Veterans United Home Loans presents: !e Book on VA LOANS

82

or refunded to the borrower. Earnest money and the amount 
you have in reserve can also serve as a compensating factor 
to potentially offset lower credit scores. For example, having 
six months worth of mortgage payments in reserve might 
help convince a lender to work with your slightly dented 
credit. Veterans interested in holding onto one property while 
purchasing a second might be required to have six months of 
reserves on hand.
 The rest of the asset section is self-explanatory. You don’t 
need to list every account you have, just the major ones that 
SHOWCASE�YOUR�ABILITY�TO�HANDLE�THE�ÚNANCIAL�OBLIGATIONS�THAT�
come with homeownership. There’s also room for non-liquid 
assets, or more tangible things like real estate, business net 
WORTH�AND�EVEN�YOUR�CAR��4HE�nOTHERo�CATEGORY�CAN�PROVE�A�BIT�
nebulous with anything from art and automobile collections to 
antiques up for consideration. If you’ve got something along 
these lines, by all means include it, but leaving this space blank 
won’t raise any eyebrows.

As for your liabilities, the lender is looking for the kind of 
big-ticket items that can help or harm your credit score. Credit 
cards, bank loans, student loans and liabilities in that vein 
need to be documented to the best of your ability. Borrowers 
won’t usually complete this section. Instead, the lender will go 
directly from a credit report.
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Section VII: Details of Transaction
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Veterans can just skip this section entirely. In the age of 
AUTOMATION��MOST�LOAN�OFÚCERS�WILL�USE�A�MORTGAGE�PROGRAM�TO�
crunch the numbers and spit out the results for this section.

Section VIII: Declarations
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There’s no real magic or mystery to this section. It’s a list of 
questions, 13 in all, that require a Yes or No answer.

Section IX: Acknowledgment and Agreement

Read and sign.

Section X: Information for Government 
Monitoring Purposes

Housing discrimination is illegal. Lenders cannot make 
decisions about an applicant or in any way discriminate on the 
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basis of race, color or religion. There are also mandates on 
lenders to make sure they’re providing opportunities to com-
munities in need.

Submitting this personal information is optional. But it 
helps the government track patterns and more fully evaluate 
lenders from this perspective. If you don’t voluntarily provide 
THIS�INFORMATION��THE�LOAN�OFÚCER�IS�REQUIRED�TO�MAKE�A�GUESS�AS�
to your sex, ethnicity and race, strange as it may sound. So it’s 
USUALLY�JUST�EASIER�AND�MORE�ACCURATE�TO�ÚLL�IN�THE�INFORMATION�
yourself.
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Next document: Borrowers Certification and 
Authorization
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This is a standard release form that gives the lender the 
RIGHT� TO�VERIFY�AND�DISTRIBUTE�PERSONAL�AND�ÚNANCIAL� INFORMA-
tion. Lenders originate home loans in what’s known as the 
primary market. After making money on fees and charges, 
SOME�LENDERS�TURN�AROUND�AND�SELL�THEIR�MORTGAGES�r�TYPICALLY�
BUNDLED� IN�PACKAGES�CALLED�MORTGAGE
BACKED�SECURITIES�r�TO�
investors in the SECONDARY�MORTGAGE�MARKET.
!LL�KINDS�OF�ENTITIES��FROM�PRIVATE�ÚRMS�TO�PUBLIC�INVESTORS�

like Fannie Mae and Freddie Mac, purchase these securities, 
with the proceeds helping to fund more home loans in the pri-
mary market. The sale of a mortgage can actually include two 
distinct elements: the loan itself and the loan servicing, which 
is the coordination of payments and processing associated with 
a mortgage.

This form basically says that you’re OK with the lender and 
SECONDARY�INVESTORS�CHECKING�OUT�YOUR�KEY�ÚNANCIALS��SUCH�AS�
credit history, income and tax returns.
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Next document: Servicing Disclosure Statement
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 It might seem odd, but you typically don’t send your 
monthly mortgage payment to the lender that helped you get 
A�6!�LOAN��)N�MOST�CASES��THE�LENDER�SELLS�YOUR�LOAN�TO�A�ÚNAN-
cial institution that invests in home mortgages. Sometimes the 
loan servicing follows to that new institution, and other times it 
is sold separately. This document informs prospective borrow-
ers of their potential servicing scenario.
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Next document: Request for Transcript of Tax Returns

 Like most government forms, this one often goes by its 
formal number: 4506-T. It’s a basic form that allows the lender 
to pull income tax transcripts for the previous two years. Those 



Veterans United Home Loans presents: !e Book on VA LOANS

92

play a critical role in determining the veteran’s debt-to-income 
ratio and employment status. It’s crucial that prospective 
BORROWERS�ÚLL�OUT�THESE�FORMS�CORRECTLY��$OUBLE�CHECK�NAMES��
spellings, date of birth, Social Security number and every other 
ÚELD�TO�ENSURE�ACCURACY��!NY�ERRORS�CAN�CAUSE�BIG�DELAYS�WHEN�
it comes time to process and underwrite the loan. And the IRS 
doesn’t offer much in the way of help or explanation. It simply 
rejects inaccurate requests without a rationale.

Next document: Credit Score Information Disclosure
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 At least government forms tend to sound straightforward, 
even if the devil eagerly waits in the details. This one pretty 
much delivers what it promises. Military borrowers will see 
their credit scores from all three credit reporting agencies 
along with the factors affecting each of those scores (even folks 
with scores in the 800s still have a few negative factors). The 
disclosure also tells you when your credit was pulled, which is 
TYPICALLY�PART�OF�THE�PREQUALIÚCATION�PROCESS��4HIS�IS�THE�ÚRST�OF�
a two-page document.

Next document: Patriot Act Information Disclosure
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 A sign-and-date form created post-9/11.

Next document: Good Faith Estimate 
Provider Relationship
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 We’ll talk more about the 'OOD�&AITH�%STIMATE in Chapter 5. 
The GFE is basically a clear, compartmentalized breakdown of 
the costs and fees associated with your home purchase. Lenders 
are required to provide a GFE to prospective borrowers once a 
contract on a home is in place. This particular document dis-
CLOSES�WHETHER�THE�LENDER�REQUIRES�SPECIÚC�SERVICE�PROVIDERS�TO�
be used for loan settlement purposes.

Next document: Verification of VA Benefits
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 This document is only for military borrowers who are, were 
OR�SHOULD�BE�RECEIVING�6!�DISABILITY�BENEÚTS��)T�MIGHT�LOOK�NON-
descript, but it’s actually an incredibly important form. One of 
the few up-front costs that military borrowers have to cover is the 
VA Funding Fee, which we’ll look at more closely in Chapter 5. 
This fee is a percentage of the total loan amount and is usually 
rolled into the total cost of the loan. Veterans with a service-
connected disability and surviving spouses of veterans who 
died on active duty or because of a service-connected disability 
are exempt from paying the funding fee.

Next document: Request for Certificate of Eligibility
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 We’ve already talked about this one. Lenders eligible to use 
the automated system will certainly do so, but they still need 
the veteran to supply a DD-214 and sign the request. Unmar-
RIED�SPOUSES�OF�DECEASED�ELIGIBLE�VETERANS�DONmT�HAVE�TO�ÚLL�OUT�
this form, but they are required to complete VA Form 26-1817, 
THE�2EQUEST�FOR�$ETERMINATION�OF�,OAN�'UARANTY�%LIGIBILITY�r�
5NMARRIED�3URVIVING�3POUSE��THEY�CAN�ÚND�THE�FORM�AT�HTTP���
www.vba.va.gov/pubs/forms/26-1817.pdf).

Next document: HUD/VA Addendum to Uniform 
Residential Loan Application
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 This four-page form is required for any government-backed 
mortgage. It looks long and confusing, but it’s really just the 
government wanting to learn more about the type of home 
you’re hoping to purchase, if not the actual home in question. 
!S�WITH�MOST�OF�THESE�OTHER�FORMS��YOUR�LOAN�OFÚCER�WILL�LIKELY�
mark the places that require your response. He or she will han-
dle the rest.
� 4HIS�DOCUMENT�ALSO�MIGHT�BE�THE�ÚRST�TIME�YOU�SEE�AN�INTER-
est rate tied to your purchase. Relax, as it’s just a placeholder. 
We’ll talk more about interest rates in Chapter 5. For now, 
KNOW�THAT�THE�LOAN�AMOUNT��INTEREST�RATE�AND�OTHER�KEY�ÚGURES�
related to the purchase are all subject to change at this point. 
We just need to have something on paper.
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Next document: VA Amendment to Contract

You might not be shopping for a home yet, but you’ll want 
TO� SIGN� AND� DATE� THIS� FORM�� 4HE� LENDER� WILL� ÚLL� IN� THE� EXACT�
address once you have one. This is an important document that 
GIVES�THE�VETERAN�SOME�ÛEXIBILITY�AND�BREATHING�ROOM�IN�CASE�
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the home appraisal determines the house is worth less than 
the contract price. Should that occur, this form ensures the 
veteran can walk away from the deal with their earnest money.

Next document: Truth in Lending Disclosure 
Statement

4HIS�ONE�IS�A�HEAVY�HITTER�AND�AMONG�THE�MOST�SIGNIÚCANT� IN�
the stack. There’s a host of laws and regulations governing the 
TIL, as it’s often called. This statement, which is not to be con-
fused with a Good Faith Estimate, provides the veteran with an 
explicit breakdown of costs, fees and rates associated with the 
HOME�PURCHASE��4HERE�ARE� TWO�PAGES�� SO� LETmS�BRIEÛY� LOOK�AT�
each in more detail:
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Disclosure Statement

 This gives prospective borrowers a clear look at what a 
mortgage loan will really cost them over the course of 15 or 
��� YEARS��7HILE� ITmS� IMPORTANT� TO� SEE� THE�ÚNANCE�CHARGE�� THE�
KEY�ÚGURE�ON�THIS�PAGE�IS�ACTUALLY�THE�annual percentage rate, 
or APR. This is not the same thing as your loan interest rate 
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�WHICH�YOUmLL�ALSO�HEAR�CALLED�THE�nNOTE�RATEo	��)N�FACT��THE�!02�
IS�A�MORE�ACCURATE�REÛECTION�OF�WHAT�THE�LOAN�WILL�ACTUALLY�COST�
you. This rate takes into account the other fees and charges 
that get tacked on to the cost of your loan over its life. If you’re 
planning to shop around and compare loan offers, this is the 
ÚGURE�TO�LOOK�AT�INSTEAD�OF�RELYING�SOLELY�ON�THE�INTEREST�RATE�
 In years past, this became a hot-button issue because mort-
gage lenders were essentially hoodwinking borrowers with a 
bait-and-switch. They would hide fees and charges behind an 
incredibly low interest rate. The Truth in Lending Act requires 
lenders to clearly show borrowers the APR, allowing them to 
make accurate comparisons among other lenders and offers. 
A loan with a slightly lower interest rate could wind up costing 
more in the long-term because of fees and additional costs.
� 4HIS�IS�THE�ÚRST�PAGE�OF�A�TWO
PAGE�DOCUMENT�
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Initial Fees Worksheet
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 This document offers a detailed, line-by-line breakdown of 
the costs and fees that contribute to that overall APR, includ-
ing the origination, processing and underwriting charges gen-
ERATED�BY�THE�LENDER��)TEMS�CHECKED�AS�0&#�ARE�PREPAID�ÚNANCE�
charges. Other than the VA Funding Fee, these charges are not 
rolled into the loan and must be paid by the buyer or seller at 
closing. Those marked POC, or paid outside of closing, can 
also be paid for by the borrower or seller. 

We’ll cover closing costs in Chapter 5, but it’s important 
to note that VA loans allow sellers to pay up to 6 percent of 
closing costs and concessions. In most cases the veteran will 
pay little up front and out-of-pocket when buying a home. 
The bottom of the worksheet carries a disclaimer that it is for 
nINFORMATIONAL�PURPOSES�/.,9�o�4HATmS�BECAUSE�LENDERS�DONmT�
want prospective borrowers to confuse this with a Good Faith 
Estimate. That’s a more formal and legally involved document 
that becomes more relevant once a borrower is actually under 
contract on a home. We’ll look more closely at the GFE when 
we talk about closing costs.
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Next document: Report and Certification 
of Loan Disbursement
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4HIS� FORM� IS� ÚLLED� OUT� ALMOST� COMPLETELY� BY� THE� LENDER��
/NLY�THE�THIRD�SECTION��WHICH�COVERS�A�VETERANmS�CERTIÚCATIONS��
REQUIRES�THE�BORROWERmS�ATTENTION��4HIS�IS�THE�ÚRST�OF�A�TWO
PAGE�
document.

Next document: VA Loan Summary Sheet
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This one also lives up to its billing. It’s a detailed snapshot of 
YOUR�LOAN�PROÚLE��COVERING�EVERYTHING�FROM�YOUR�MILITARY�STATUS�
and the type of mortgage to your loan amount and income infor-
mation. There’s no signature or other borrower action required. 
It really is simply a summary of where things stand with your loan.
4HIS�IS�THE�ÚRST�OF�A�TWO
PAGE�DOCUMENT�

Next document: Loan Pricing Agreement Defining 
Interest Rates and Terms
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This three-page document explains what it means to lock 
YOUR�INTEREST�RATE�OR�ÛOAT��TWO�TERMS�WEmLL�COVER�IN�#HAPTER����
We only mention this form now to underscore that, at this 
POINT�IN�THE�PROCESS��YOUR�CHOICE�WILL�BE�n/PTION�"�q�&LOATo�BY�
default. The lender can’t lock in an interest rate until there’s a 
PHYSICAL�ADDRESS��SO�THE�RATE�STATUS�WILL�ALWAYS�ÛOAT�DURING�LOAN�
PREQUALIÚCATION��UNLESS� THE�BORROWER� IS�PURSUING�A�REÚNANCE�
loan.
4HIS�IS�THE�ÚNAL�PAGE�OF�A�THREE
PAGE�DOCUMENT�

Next document: VA Loan Disclosures
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This one is where it really starts to feel a bit repetitive. At 
least you’re near the end. The disclosures form spells out what 
the government can do if your loan becomes delinquent or 
goes into default. The prospective borrower also has to answer 
QUESTIONS�ABOUT�DISABILITY�BENEÚTS��EDUCATION�LOANS�AND�DEBT��
This form also explains the VA’s %NERGY� %FÚCIENT�-ORTGAGE 
program, which we’ll talk about in Chapter 5.
4HIS�IS�THE�ÚRST�OF�A�TWO
PAGE�DOCUMENT�

Last document: Mortgage Broker Fee Agreement 
and Disclosure
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Like most Americans, mortgage brokers don’t work for 
free. We’ll look more closely at how they get paid in Chapter 4. 
This form shows what we will charge for our services. These 
fees are among those that can be paid for by the seller. And 
quite often that’s exactly what happens.

Loan Preapproval
%XCEPT�FOR�A�FEW�LENDER
SPECIÚC�FORMS�LIKELY�TO�BE�THROWN�IN��
that’s the meat of the loan approval packet. There’s no set 
deadline to return the forms, although veterans interested 
in purchasing sooner rather than later should act with some 
EXPEDIENCY��7EmLL�CLOSE�THE�ÚLE�ON�A�PROSPECTIVE�BORROWER�WHO�
doesn’t return the packet. It can be re-opened at a later date, 
BUT�LOAN�ÚLES�THAT�ARE�RETURNED�CAN�BE�KEPT�OPEN�INDEÚNITELY��
That means we can spring into action whenever you’re ready.

Plus, wait too long and you might tempt the credit gods. 
The lender will have to pull your credit again after 120 days.
� /F� COURSE�� A� LOAN�OFÚCER�WILL�BE� SURE� TO� REMIND� YOU� THAT�
INTEREST� RATES� ÛUCTUATE� CONSTANTLY� AND� THAT� THE� SOONER� YOU�
ACT� THE� BETTER�� !ND� THEREmS� DEÚNITELY� A� LOT� OF� TRUTH� IN� THERE��
especially as it relates to interest rates. We’ll look much more 
closely at rates later on, but it’s important to recognize that 
they really do change constantly, and, of course, not always in a 
downward, borrower-friendly direction.
 Once everything is back in the lender’s hands, the loan 
OFÚCER�CAN�RE
INPUT� THE�VERIÚED� INFORMATION�AND�GET�A�MORE�
complete picture. Maybe the veteran who claimed to earn 
$50,000 a year actually makes $45,000, which causes his debt-
to-income ratio to climb a couple percentage points.
 These kinds of discrepancies usually fail to make a huge 
difference. The nature of the Automated Underwriting System 
gives lenders some room to play with the numbers, so to speak, 
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and make things work for the veteran, provided there are no 
major problems involving income, DTI or residual income.
 For example, the Automated Underwriting System might 
bounce an application for a $325,000 loan now that it has a 
MORE� COMPLETE� PICTURE� OF� A� VETERANmS� ÚNANCES�� )N� THAT� CASE��
THE�LOAN�OFÚCER�SIMPLY�RE
INPUTS�THE�SAME�INFORMATION�WITH�A�
lower loan amount, say $300,000, and tries again to get AUS 
approval.
 As we mentioned earlier, this plug-and-play method can 
CONTINUE�UNTIL�THE�LOAN�OFÚCER�ÚNDS�A�WORKABLE�LOAN�AMOUNT��
0ART�OF�A�LOAN�OFÚCERmS�JOB�IS�TO�BE�A�PROBLEM�SOLVER��!ND�THATmS�
why they’ll tweak the numbers and provide suggestions in order 
TO�ÚND�A�SOLUTION��4HEY�MIGHT�SUGGEST�PAYING�OFF�A�DEBT��USING�A�
co-borrower or coming up with a down payment. In most cases, 
THESE�FOLKS�KNOW�WHAT�WILL�AND�WHAT�WILL�NOT�BE�APPROVED�AT�ÚRST�
glance.
 Military borrowers should approach preapproval without 
fear. Veterans who sail through the preapproval process with 
our company receive a letter giving them the go-ahead to enter 
INTO�A�PURCHASE�CONTRACT�UP�TO�A�SPECIÚC�LOAN�AMOUNT��(EREmS�A�
sample of what the letter typically looks like:
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But borrowers should also recognize that just as prequal-
IÚCATION� AND�PREAPPROVAL� ARENmT� THE� SAME� THING��NEITHER� ARE�
preapproval and loan approval. Preapproval isn’t a guarantee 
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OR� ANY� KIND�OF� BINDING� CONTRACT�� )TmS� AN� EXPRESSION�OF� CONÚ-
DENCE�THAT�THE�BORROWER�CAN�HANDLE�THE�ÚNANCIAL�OBLIGATIONS�
that come with a particular loan amount.
� 4HEREmS�A�REASON�THAT�nPRE
o�PREÚX�IS�THERE�

Typically included with the preapproval letter is a list of 
conditions the borrower must meet in order to secure full loan 
approval. This gives the veteran a clear understanding of the 
DOCUMENTS� AND� INFORMATION� THAT� STILL� NEED� TO� BE� VERIÚED� OR�
OBTAINED��&OR�EXAMPLE��OUR�SAMPLE�PREAPPROVAL�LETTER�LISTS�ÚVE�
key areas that are outstanding:
p� Acceptable appraisal to support the value on signed 

purchase agreement
p� Acceptable title policy
p� !CCEPTABLE�ÛOOD�CERTIÚCATION
p� Clear termite inspection
p� Final underwriting approval

!T�MINIMUM��THESE�ÚVE�ISSUES�WILL�HAVE�TO�BE�ADDRESSED�IN�
order for the veteran to receive full loan approval. There cer-
tainly might be more paperwork and documentation necessary 
as the process rolls on. For now, though, a veteran with this 
preapproval letter in hand is ready to hit the streets and ink a 
purchase contract on a house.

Manual Underwriting
For some veterans, the process might work a little differently. 
There are times when an AUS approval isn’t possible for 
a prospective borrower. Almost always, the reason why 
relates to the veteran’s credit history. While bankruptcy and 
foreclosure aren’t deal breakers for a VA loan, prospective 
borrowers with a history of one or both are not likely to get 
AUS approval.
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� )N�THAT�CASE��THE�LOAN�ÚLE�MUST�BE�UNDERWRITTEN�MANUALLY��
4HESE�BORROWERS�ARE�IN�LINE�TO�FACE�SIGNIÚCANTLY�MORE�SCRUTINY�
because the lender wants to ensure the veteran represents a 
safe investment.
� ,OAN� OFÚCERS� WILL� TRY� TO� DETERMINE� WHETHER� YOU� NEED� A�
MANUAL�UNDERWRITE�DURING�THE�PREQUALIÚCATION�PROCESS�

Today, the vast majority of VA loans are processed through 
AN�!53��0ART�OF�IT�IS�EFÚCIENCY�AND�EASE��"UT�ITmS�ALSO�BECAUSE�
LENDERS�LIKE�TO�ENSURE�THEYmRE�NOT�EXPOSED�TO�ÚNANCIAL�HARM�IF�
their loans go bad.
� 4HE�6!�GUARANTY�ONLY�EXTENDS�TO�QUALIÚED�LENDERS�WHO�ISSUE�
a loan that meets agency guidelines. If a lender goes beyond 
VA guidelines and issues a loan that ultimately defaults, the VA 
is under no obligation to cover its guaranty.
4HAT�MEANS�LENDERS�WILL�BE�EXTREMELY�CAUTIOUS�r�AND�ROU-

TINELY�RIGOROUS�r�WHEN�CONSIDERING�A�MANUAL�UNDERWRITE��)N�
most cases, the veteran will need to have a solid credit score 
and debt-to-income ratio in order to proceed. Most lenders 
have their own distinct guidelines for working with manual 
underwrites. For example, some will bounce an application 
automatically if the veteran’s debt-to-income ratio is above the 
VA’s 41-percent guideline.

Others are more lenient. Each case is different, except for 
one common thread: A human underwriter will ask for docu-
ments upon documents when examining the application of  a 
veteran closer to the edge.

We do hundreds of manual underwrites each year. The 
Automated Underwriting System is safe but a manual under-
write is, in many ways, still the most thorough method.

Either way, once borrowers have an approval in hand, it’s 
time to look for a house.
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Borrower Spotlight: Cameron Calhoon
$ESTIN��&LORIDA�r�-ILITARY�SERVICE�WAS�ALWAYS�IN�THE�CARDS�FOR�
Staff Sgt. Cameron Calhoon.
 Homeownership seemed a much less certain path.

Growing up in California, at the southern edges of Sequoia 
National Forest, he heard stories of his great-grandfather, a 
.AVY�SAILOR��AND�HIS�GRANDFATHER��AN�!IR�&ORCE�ÚREMAN��"Y�THE�
time he turned 21, Cameron was ready to continue the family 
tradition.
 He enlisted in the Air Force and settled at Pope Air Force 
Base in North Carolina.

But he quickly learned that his stay at the sprawling base 
would be a limited engagement. Days after his arrival in the 
fall of 2005, Pope AFB landed on the Base Realignment and 
Closure (BRAC) list of installations to be shuttered.

Cameron had planned to pursue a home purchase in North 
Carolina, but word of the BRAC decision forced him to recon-
sider. He didn’t see a lot of sense in moving forward, given that 
he could get reassigned at a moment’s notice.
)NSTEAD��#AMERON� SPENT� THE�ÚRST� TWO�YEARS� LIVING�ON�BASE�

before moving in with his sister, who lived in nearby Fayette-
ville. Three years passed.

Finally, Cameron, a C-130 load master, received his new 
orders in December 2009. He would be moving in 12 months 
to Hurlburt Field, in the shadow of Elgin Air Force Base in 
northwestern Florida.

The shift would bring newfound certainty. The nature of 
Cameron’s job meant that Elgin was the only base in the coun-
try where he could work. There was little doubt he would be 
there for years to come.

He started looking for homes online in February, but the 
PROCESS� ÚZZLED� AFTER� JUST� A� COUPLE�MONTHS�� #AMERON� HAD� TO�
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leave in early spring for what was slated to be 60 days of special-
ized training. He planned to revisit his home search in earnest 
upon his return.

But delays and other problems stretched his training 
TO� ���� DAYS�� (E� ÚNISHED� IN� !UGUST�� WITH� JUST� FOUR� MONTHS�
remaining until his departure day.

This time, he decided to dive into the home-buying process 
full bore.

He had heard of the VA home loan program but didn’t 
know much about mortgages and buying a home. Most of what 
he found online only confused him.

So, it was with some relief that his online search led him to 
Veterans United Home Loans. He decided to call and talk with 
a VA loan specialist.
#AMERON� WAS� CONNECTED� WITH� LOAN� OFÚCER� -IKE� -ANGE��

With that, his confusion and questions came to rest.
Mike walked Cameron through the process of loan 

preapproval.
Cameron learned within minutes that he was eligible for a 

VA loan and had a solid sense of how much home he could af-
ford. While he had saved a solid chunk of change over the last 
ÚVE�YEARS��#AMERON�WOULD�BE�ABLE�TO�PURCHASE�A�HOME�WITH�NO�
money down.

He would also be able to use his Basic Allowance for 
Housing to defray some or all of his mortgage expenses. BAH 
PAYMENTS� REPRESENT� A� VERIÚABLE� AND� RELIABLE� INCOME� STREAM�
that can be used to calculate a prospective borrower’s debt-to-
income ratio, a key factor in loan underwriting.

Mike then connected Cameron to a Destin Realtor through 
Veterans United’s unique partnership with Veterans United 
Realty. Cameron spent a week in Destin in the fall. He looked 
at more than two dozen houses in a two-day frenzy. One of the 
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ÚRST�HOUSES�HE�AND�HIS�GIRLFRIEND�LOOKED�AT�STUCK�IN�THEIR�MINDS�
during the visit. The original owners were an older couple who 
did a great job keeping the home up to date.

On his third day in Destin, Cameron decided to put down 
an offer on the home. He received and accepted a counteroffer 
that was a mere $600 off his asking price.

As the home-buying process moved forward, Cameron 
again found guidance and constant updates in Mike.
n(EmS� THE�MOST�HELPFUL�PERSON� )�HAVE�EVER�ENCOUNTERED�o�

#AMERON�SAID��n)�WOULD�ALWAYS�BE�ABLE�TO�REACH�HIM��EVERY�TIME�
I needed to talk to him.”

The home passed a couple inspections, including one 
for wind mitigation, a necessity in hurricane-prone regions. 
Cameron closed in November 2010, just a few weeks after ink-
ing the contract.

Cameron’s BAH completely covers his $871 monthly mort-
GAGE�PAYMENT��LEAVING�ENOUGH�TO�PAY�HIS�ELECTRIC�BILL��(IS�ÛIGHT�
pay covers the rest of the utilities.

He has friends in nearby apartments who pay more per 
month in rent than his mortgage.

And he has one piece of advice for veterans and active duty 
MILITARY� PERSONNEL� CONSIDERING� A� HOME� PURCHASE�� n)� WOULD�
SEND�THEM�TO�-IKE�o�#AMERON�SAID��n4HEY�JUST�NEED�TO��CALL�YOU�
guys. That’s way easier.”





C h a p t e r  4 :

PUrcHasing a Home witH 
a Va Loan

ONCE�YOUmRE�PREAPPROVED��THE�NEXT�STEP�IS�TO�ÚND�A�HOUSE�
that meets your needs and your budget. Buying a home is 

one of the biggest and most personal investments a veteran will 
ever make. It’s also a process that comes with its own language, 
complexities and pitfalls.

That’s one of the main reasons we recommend veterans 
relinquish any ideas they have about navigating the process 
alone.

Use a Realtor when purchasing a home. It’s that simple.
Actually, it’s almost that simple.
Use a Realtor who understands VA loans.
Finding a Realtor who’s worked with military buyers in the 

past and has familiarity with the Veterans Administration can 
make a huge difference for borrowers. Before we start parsing 
BETWEEN�2EALTORS�� LETmS� ÚRST� LOOK�MORE� CLOSELY� AT�WHY� THEYmRE�
important in general.

Why Bother with a Realtor?
How about this one: What’s a Realtor? Maybe we should start 
there.
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 The term is actually trademarked. We’re not just using the 
CAPITAL�n2o�FOR�EFFECT��!�2EALTOR� IS�A�REAL�ESTATE�AGENT�WHOmS�A�
member of the National Association of Realtors, a professional 
organization of more than 720,000 members. Realtors pledge 
to abide by a strict code of ethics and uniform standards of 
practice. So, every Realtor is a real estate agent, but not every 
real estate agent is a Realtor.
� $OES�THE�CAPITAL�n2o�MAKE�A�BIG�DIFFERENCE��)T�REALLY�DEPENDS�
on the individual agent. There are other impressive real estate 
associations and organizations out there. There are also plenty 
OF�HONEST�AND�EFFECTIVE�INDEPENDENT�AGENTS�WHO�ARENmT�AFÚLIAT-
ed with a trade group. Again, it often comes down to comfort, 
communication and trust. Since we work primarily with Real-
TORS��WEmLL�STICK�WITH�THE�CAPITAL�n2o�MOVING�FORWARD�
 So why bother? There’s a litany of reasons, but we’ll look at 
a few of the big ones:
p� %XPERTISE

Realtors help people purchase homes every day. This 
is their business, their profession. In contrast, buying a 
home is something you’ll probably do a couple times in 
your life at most. It’s true the Internet has taken much 
of the mystery out of the process. But we still think it’s 
better to have a trained, professional advocate to navi-
gate the process, order inspections, help craft an offer 
AND� ÚNALIZE� THE� CONTRACT�� 2EALTORS� HAVE� READY� ACCESS�
to information on comparable home sales, school dis-
tricts, zoning and land use regulations and all kinds of 
community-related data.

p� (UNTING�FOR�(OUSES
Realtors will have access to the -ULTIPLE�,ISTING�3ERVICE, 
or MLS, in your area. This reaches into corners and 
crevices the everyday Internet cannot. Realtors can use 
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the MLS’s exhaustive categorizing to create custom 
searches for your dream home. They can get constant 
updates whenever a home that meets your parameters 
hits the listings. That doesn’t mean you can’t hunt for 
houses on your own. Just be sure to have your Realtor 
on speed dial.

p� 9OU�(AVE�AN�!DVOCATE
In most cases, the person selling the home will be using 
another Realtor, a listing agent, to showcase the proper-
TY�AND�ÚND�A�BUYER��(IS�OR�HER�SOLE�JOB�IS�TO�GET�THE�BEST�
OFFER�POSSIBLE�FROM�A�QUALIÚED�BUYER��)TmS�A�GOOD�IDEA�TO�
have an expert who can advocate for you and, if neces-
sary, go toe-to-toe with the listing agent. Your Realtor, 
the BUYERmS�AGENT, is there as a surrogate, charged with 
acting in your best interests.

p� It Costs Zero Dollars
It’s not because Realtors work for free. They don’t. But 
throughout most of the country, the person buying the 
house pays nothing to use a Realtor. Instead, the agent 
working on your behalf will split a sales commission with 
the agent who listed the property on behalf of the seller. 
Leveraging a Realtor’s expertise and access costs a bor-
rower nothing. If you have any doubt on that, simply ask 
THE�AGENT�OR�CALL�THE�OFÚCE��,OOK�ELSEWHERE�IF�YOU�DONmT�
get a straight answer.

 About 80 percent of home buyers use a real estate agent or 
broker, according to the National Association of Realtors. Does 
that mean you have to?

No.
You can certainly spend time scouring real estate sites and 

home listings online. The Internet has a wealth of information 
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that has helped to demystify the home-buying process. Being 
an educated buyer is key to getting the best deal possible. But 
it doesn’t replace the expertise and familiarity that comes with 
having a Realtor.

If nothing else, consider the size and scope of this invest-
MENT��9OUmRE�GETTING�READY�TO�MAKE�A�HUGE�PURCHASE�r�MAYBE�
it’s $150,000, or $350,000, or even more. Why go it alone?

Now Dig a Bit Deeper
That said, all real estate agents aren’t created equal. It might 
not matter too much if you’re purchasing with a conventional, 
run-of-the-mill loan. But the VA loan is a unique tool that re-
quires specialized knowledge.
 The VA mandates that a home have proper maintenance 
and be in good repair. Condos and homes that are part of an 
association require VA approval. Private wells, septic systems, 
termite inspections and shared maintenance of roadways all 
HAVE� SPECIÚC�6!�GUIDELINES��!� GOOD�BUYERmS� AGENT�WILL� KNOW�
this.
 But many do not.
� 3O�� ITmS� NOT� ENOUGH� TO� ÚND� A� 2EALTOR�� 7E� URGE� MILITARY�
BORROWERS�r�IMPLORE��REALLY�r�TO�TAKE�THE�TIME�TO�TRACK�DOWN�
an agent who’s worked with VA loans and understands their 
demands. It’s not always an easy task.
 Sometimes, it’s because the veteran is pulled by forces clos-
er to home: a cousin, a former coach or a friend from church 
happens to be a Realtor. Those bonds are hard to break, and 
ITmS�UNDERSTANDABLE�IF�YOU�SACRIÚCE�6!�EXPERTISE�FOR�THE�SAKE�OF�
the social contract.
"UT��MORE�OFTEN�THAN�NOT��ITmS�DIFÚCULT�BECAUSE�REAL�ESTATE�

agents have varying degrees of exposure to military borrow-
ers and the intricacies of the VA Loan Guaranty program. In 
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MILITARY
DENSE� PARTS� OF� THE� COUNTRY�� ÚNDING� A� 2EALTOR� WHOmS�
recently closed VA loans shouldn’t present much of a problem.

Veterans who live near military installations have a distinct 
advantage. Expertise with VA loans is a competitive advantage 
for Realtors in these areas, and military borrowers should have 
A�MUCH�EASIER� TIME�ÚNDING�A�QUALIÚED�AGENT�� )N� THESE�PARTS��
good Realtors won’t be shy when it comes to advertising their 
VA loan expertise.
)T�THEN�BECOMES�A�MATTER�OF�ÚNDING�THE�RIGHT�6!
SAVVY�2EAL-

tor. There are myriad ways to evaluate them, but it’s tough to 
provide prospective borrowers with a black-and-white diagram 
for how to do so.
n$ONmT� JUST� OPEN� THE� PHONE� BOOK� AND� SAY�� l)mM� GOING� TO�

choose this person,’” said Ruben Moya, who with his wife, 
Kerry, an Air Force veteran, purchased their Nevada home 
WITH�A�6!�LOAN��n$O�YOUR�HOMEWORK�ON�THIS�PERSON��-AKE�SURE�
they’re looking out for your best interests. It’s one of the big-
gest investments in your life.”

In general, the more listings the agent has, the higher up 
the food chain he or she probably is. More listings means more 
closings, which means more negotiation experience and clos-
ing expertise. But remember that you’re in search of a buyer’s 
agent. You can’t call the Realtor who’s listing a property you’re 
smitten with and expect him or her to represent you.

Yes, there are factors and variables to consider. In the end, 
though, it’s usually best to go with your gut. Spend time talking 
with a couple promising Realtors who clearly understand the 
RIGORS�AND�INCREDIBLE�BENEÚTS�OF�THE�6!�LOAN��,ET�COMFORT��RAP-
port and trust be your guides.

But what about everywhere else?
Veterans make up fewer than 13 percent of the population 

in almost a dozen states, from California and Texas to Illinois 
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and New York. In all, about 24 million veterans are scattered 
across the country.
)T�CAN�BE�MUCH�MORE�OF�A�STRUGGLE�TO�ÚND�2EALTORS�WHO�HAVE�

experience closing VA loans in areas with minimal veteran pop-
ulations. What’s worse is that military borrowers in these com-
MUNITIES�OFTEN�ÚND�ÛAT
OUT� RESISTANCE�AGAINST�6!� LOANS� FROM�
agents who don’t really understand how the program works in 
today’s marketplace.

Myths and Misconceptions
3OME�OF�THAT�RESISTANCE�IS�JUSTIÚED��/R��AT�LEAST��IT�WAS�

For years, VA loans have been dogged by a reputation as 
bureaucratic, time-sucking black holes. A lot of it goes back 
to the VA of yesteryear, which certainly had some institutional 
problems.

Part of that was the nature of doing things by hand. Part of 
it, to be quite honest, was the nature of a giant governmental 
agency doing business.

At the same time, some major pillars of the VA’s loan pro-
gram have long been misunderstood or mischaracterized. The 
agency caps what a veteran can pay in closing costs and up-front 
FEES��A�SIGNIÚCANT�BENEÚT�THAT�HELPS�EXTEND�HOUSING�OPPORTUNI-
TIES�TO�THOSE�WHO�MIGHT�NOT�OTHERWISE�HAVE�THE�ÚNANCIAL�ABILITY��
It’s another small way to thank those who have served.

But they’re also costs that have to be covered. The lender can 
step in and take care of them, but it’s usually the seller who winds 
up footing the bill for a decent chunk of those closing costs. 
In the past, that’s been a big hurdle for some agents to scale. 
Many, understandably, were worried about losing commissions 
or getting tied up for weeks with a slow-moving bureaucracy.

The VA appraisal process is another big one. It’s a fair but 
stringent process that puts a premium on a veteran’s health 
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and safety. A VA appraisal is more thorough than a typical 
appraisal and mandates immediate repairs that need to be 
made in order to meet agency guidelines.

There are always exceptions, but most VA loans close within 
a standard 30- to 45-day window. The way appraisals are ordered 
has changed in recent years, and the agency’s standards are 
posted online for all to see.

But Realtors who haven’t closed a VA loan in years might be 
needlessly concerned about appraisals and timing. That’s not 
only a shame but a huge disserve to military borrowers hoping 
TO�CAPITALIZE�ON�THE�BENEÚTS�EARNED�BY�THEIR�SERVICE�

And now you can begin to see the hurdles possibly lurking.
-ILITARY�BORROWERS�IN�THOSE�LOW
DENSITY�AREAS�WILL�ÚND�AGENTS�

ÛUENT�IN�THE�LANGUAGE�OF�CONVENTIONAL�LOANS��9OUmLL�ALSO�ÚND�
a good deal who speak FHA. But there might be a lot of silent 
shrugs when it comes to VA loans.
/R�WORSE�r�THE�AGENT�WILL�TRY�TO�TALK�YOU�OUT�OF�USING�YOUR�

6!�LOAN�BENEÚTS�

Finding an Agent Who Speaks VA
)F�YOU�CAN�ÚND�LOCAL�AGENTS�WHO�TOUT�THEIR�EXPERIENCE�WITH�6!�
loans online or in traditional advertisements, consider start-
ing there. Another good place is within your own community 
of military colleagues. Check with people at the local VFW or 
American Legion post. Ask every home-owning veteran you 
come across: Did you use a VA loan and, if so, who helped you 
with it?
 If those paths fail to turn up anything meaningful, your 
best bet might be to focus on who a Realtor knows instead of 
what a Realtor knows. In this case, look for Realtors who work 
with established lenders that possess a track record of helping 
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military borrowers navigate the VA process. An experienced 
LOAN�OFÚCER�WHO�UNDERSTANDS�6!�LOANS�CAN�MORE�THAN�MAKE�UP�
for an inexperienced agent.
 Still, it’s not the most ideal situation. Realtors are there 
on the ground, showing houses and shepherding veterans 
through the process in person. Those who work frequently 
with military borrowers can wind up making a huge difference 
on behalf of their clients. Agents who can maneuver through 
the agency’s procedures and requirements can save borrowers 
from big-time hassles and headaches on things like appraisals 
and property requirements (we’ll cover both in this chapter).
 Army veteran Calvin Eley is a great example.
� (E�AND�HIS�ÚANCÁE��,YNNECIA�*OHNSON��CAME�TO�US�IN������
hoping to purchase a home in northern Maryland. The couple 
had done some cursory home shopping and, given their bud-
GET��ÚGURED�A�TOWNHOME�WOULD�BE�THEIR�ONLY�REAL�OPTION��4HEY�
opted to take advantage of our unique partnership with Veter-
ans United Realty, a national network of more than 1,400 real 
estate agents who work routinely with military buyers. Borrow-
ers who use an VUR agent receive up to $500 upon closing.
� 4HROUGH�THEIR�LOAN�OFÚCER��THE�COUPLE�CONTACTED�AN�652�
agent who took them through dozens of homes, pointing out 
DEÚCIENCIES�AND� ISSUES� THAT�WOULD�PROVE�PROBLEMATIC� FOR� THE�
VA. The agent ultimately found a single-family home that not 
only met the couple’s needs but actually came in below their 
price point.
� n4HE�HOME�WE�FOUND��)�BELIEVE�WE�WERE�THE�ONLY�ONES�WHO�
HAD�A�CHANCE� TO�WALK� THROUGH�AND�SEE� IT�o�,YNNECIA� SAID�� n)T�
WENT� ON� THE� MARKET�� ;OUR� AGENT=� NOTIÚED� US� THE� SAME� DAY��
we saw it and put in an offer. She was able to steer us in the 
RIGHT� DIRECTION� AS� FAR� AS� ÚNDING� A� HOME� THAT� THE� 6!� WOULD� 
approve.”
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 We want to underscore that any military borrower can 
utilize Veterans United Realty. It’s not a service solely reserved 
for our customers, and it’s completely free. Let this be another 
avenue to explore if your search for a local VA-savvy agent 
comes up dry.

Why Experience Matters
Calvin and Lynnecia’s experience helps explain in part why it’s 
SO�IMPORTANT�TO�WORK�WITH�AGENTS�AND�LOAN�OFÚCERS�WHO�KNOW�
VA loans. Who knows how much time and money they could 
have wasted if their Realtor hadn’t steered them from proper-
ties that were likely to get bounced by the VA? That expertise 
saved the couple hundreds of dollars on needless appraisal 
fees alone.
 Appraisals and inspections are key parts of the home-
purchasing process regardless of how it’s being funded. But 
these two take on a heightened degree of importance for 
military borrowers using a VA loan.
 Of all the historical gripes against the VA Loan Guaranty 
program, the appraisal process is perhaps the most frequent 
target. It’s also often the most misunderstood. We’ll take a clos-
er look shortly.
� 4HE�6!�HAS� SOME�ÚRM� REQUIREMENTS� AND� STANDARDS�WHEN�
it comes to home appraisals. Agents and sellers burned by the 
process often see it as punitive and arbitrary. But it’s really any-
thing but.
 The entire focus is on ensuring the health and safety of 
veterans and their families. The VA isn’t going to guarantee 
a loan on a home with major issues that could jeopardize the 
safety of its inhabitants.
 Realtors who know the VA’s method and process can help 
veterans avoid pitfalls and potential problems long before 
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they arise. But sometimes there’s simply no way to know 
there’s a problem until appraisers and inspectors start dig-
ging around and looking at the innards of the pending home 
purchase.

Signing a Purchase Agreement
There are books, pamphlets and web pages galore dedicated 
to teaching borrowers how to negotiate with sellers for their 
dream home. They’re all a bit beyond the scope here, but there 
IS� ONE� THING�r� OTHER� THAN� RELYING� ON� THE� EXPERTISE� OF� YOUR�
2EALTOR�r�THAT�WE�WOULD�STRESS��$ONmT�BE� INÛEXIBLE��,OCKING�
yourself into a single property or a hard-and-fast price might 
wind up limiting your options.
 The fruits of negotiation and of investing in an experienced 
2EALTOR�SHOULD�PAY�OFF�IN�A�CONTRACT�THAT�BENEÚTS�BOTH�PARTIES��
Some sellers have historically argued that the deck is stacked 
against them when it comes to VA loans. We’ll look more closely 
at closing costs in the next chapter, but it’s certainly true that 
6!�BORROWERS�REAP�A�TON�OF�BENEÚTS�AND�SAVE�A�GOOD�CHUNK�OF�
change compared to most conventional buyers.

The terms of a deal come together in a contract of sale, 
which is also known as a purchase agreement. It’s exactly that: 
You’re agreeing to purchase a home. You’re not actually pur-
chasing it quite yet. That’s going to require a few more steps 
that, if all goes well, culminate in your lender transferring a 
huge pile of money to the seller.

Before we get there, let’s take a closer look at purchase 
agreements.

This is a formal legal document that requires signatures 
from the buyer and the seller. In most cases, the buyer will put 
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down earnest money when the time comes to ink a purchase 
agreement.

Otherwise, a purchase agreement typically includes infor-
mation regarding:
p� Purchase Price

Veterans should make sure the contract explains that 
the price isn’t subject to change. Those using a VA 
LOAN� TO�BUILD� A�HOME�MAY�ÚND� RESISTANCE� FROM�CON-
TRACTORS�� WHO� WILL� WANT� SOME� ÛEXIBILITY� BECAUSE� THE�
cost of materials can increase. In that case, it’s best to 
check with a legal expert before signing your name. 
But, again, this isn’t much of an issue at present, given 
the reluctance among lenders to issue VA construc-
tion loans.

p� !�4IMETABLE
This protective measure basically gives the seller a brief 
window of time to respond to the offer. Otherwise, 
you’re inviting the seller to use your offer as a bargain-
ing chip to stir up a better deal.

p� Closing Costs
Again, we’ll cover this important topic in the next 
chapter. The purchase agreement should spell out 
how the closing costs will be covered. Sellers often 
wind up paying most if not all of a VA borrower’s clos-
ing costs.

p� $OWN�0AYMENT
4HE� AGREEMENT� USUALLY� SPECIÚES� THE� BORROWERmS� DOWN�
PAYMENT� AND� HOW�HE� OR� SHE� IS� ÚNANCING� THE� REMAIN-
der. Nine out of 10 VA borrowers don’t have a down 
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payment, but the agreement also should detail how and 
WHEN�THE�PURCHASE�WILL�BE�ÚNANCED�

p� 4RANSFER�$ATE
This is always subject to change but purchase agreements 
INCLUDE�A�SPECIÚC�DATE�THAT�THE�SELLER�MUST�TRANSFER�THE�
property to the purchaser. Closing dates in a purchase 
agreement are not set in stone.

p� 2ESPONSIBLE�0ARTY
Make sure the contract explains who is responsible for 
the property from the time the contract is signed until 
it’s transferred to the buyer. In most cases the seller will 
retain control, but it’s always a good idea to make sure 
the language is correct.

p� Additional Items
Veterans and buyers in general often want to buy more 
than the house. They’ll take the furniture, appliances 
and other items that aren’t part of the home’s perma-
NENT�STRUCTURE��-ANY�ÚRST
TIME�BUYERS�ARE�SURPRISED�TO�
discover some items don’t necessarily come with the 
home. Anything the buyer wants to purchase should be 
included in the purchase agreement. But the contract 
will have to explain that these additional items do not 
add value to the home.

p� Mortgage Protection
This is a standard one that basically says the veteran 
isn’t on the hook for buying the house if his or her loan 
DOESNmT�COME�THROUGH�AS�SPECIÚED�

p� (OME�)NSPECTIONS
Be sure to include a stipulation that gives you the right 
to pay for a home inspection. Clauses can also be insert-
ed to provide the borrower with a way out if the home 
inspection uncovers problems with the property.
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p� %XISTING�(OME�3ALE
This one can be especially important for military 
borrowers who face frequent relocation. Veterans who 
already own a home may want to see if they can make 
the new purchase contingent upon their ability to sell 
their current property.

 The reality is there isn’t a standard purchase agreement. 
They’re subject to change based on the whims of individual 
buyers and sellers. As with any contract, there’s no guarantee 
that the seller will sign off on your proposed stipulations, but 
reasonable ones are always worth a shot.
 The most important thing is to ensure you’re protected 
ÚNANCIALLY�AS�MUCH�AS�POSSIBLE�
 That’s why having an attorney look over the purchase 
agreement can be an important step. In general, attorneys 
play varying roles in the home-buying process, often de-
pending on where you’re purchasing. Some states require 
that attorneys examine and OK all mortgage papers be-
fore a transaction can be official. Others have no mandate 
and allow buyers and sellers to navigate the process them-
selves.

This is typically a cost borne by the veteran and not some-
thing you can roll into the cost of the loan or expect the seller 
to cover. Military buyers may not need to spend the extra cash 
when it’s a straightforward, relatively no-nonsense purchase 
agreement. But if things start to get confusing or loaded 
with contingencies and clauses, it’s certainly something to 
consider.

Once the purchase agreement is hammered out, agreed 
upon and signed, it’s time to celebrate, albeit cautiously. You 
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can’t buy a house without a contract, but having a contract 
doesn’t mean you’ve bought yourself a house.

VA Appraisals
,ETmS�DEAL�WITH�THE�SEMANTICS�ÚRST��!PPRAISALS�AND�INSPECTIONS�
are not the same thing.
 Once you’ve entered into a purchase agreement, the 
lender is going to order an appraisal. Today, VA appraisals are 
ordered automatically and electronically through the ,ENDER�
Appraisal Processing Program, also known as LAPP.
 This computerized system was created to modernize the 
appraisal process by allowing authorized lenders to directly 
order, receive and handle appraisals. LAPP isn’t a perfect pro-
gram, but it’s another major signpost of the VA’s commitment 
TO�STREAMLINING�AND�EFÚCIENCY�
 For military borrowers, the appraisal has two primary and 
essential functions: determining the value of the property you 
INTEND� TO� PURCHASE� OR� REÚNANCE� AND� ENSURING� IT� MEETS� THE�
agency’s -INIMUM�0ROPERTY�2EQUIREMENTS.

The Minimum Property Requirements, or MPRs, are the 
basic health and safety conditions the property must meet in 
order to secure a VA guaranty. They’re also the conditions that 
make the home sellable. A home purchase can go off the rails 
in a hurry if the property doesn’t live up to these conditions, 
which we’ll look at shortly in greater detail.

First, though, let’s look more closely at the VA appraisal.
Appraisers are charged with determining the market value 

OF� THE�PROPERTY� IN�QUESTION��$EÚNING�nMARKET�VALUEo�CAN�BE�A�
nebulous task, but it’s generally considered the price two people 
are willing to settle on when neither is under any pressure to 
purchase or sell the property. You might also hear VA loan experts 
REFER�TO�IT�AS�nAPPRAISED�VALUEo�OR�SOMETIMES�nREASONABLE�VALUE�o
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There’s a host of things that can change or play with a 
home’s market value. The house’s condition and architectural 
style can play a role. So do the number of bedrooms and the 
type of water and sewer system. What about the location and 
the school district?

No doubt.
Given that array of contributing factors, appraisers most of-

ten turn to comparable home sales to generate an idea of the 
property’s market value. The appraiser will start by tracking 
down similar nearby properties that have sold recently. The 
6!�RECOMMENDS�ÚNDING�COMPARABLE�SALES��OR�nCOMPS�o�FROM�
within the past six months and never more than the previous 
12 months.

Obviously, the more similarities they have with the property 
being appraised the better. It’s also important for appraisers to 
get the whole story behind each of those potentially compa-
rable sales. Maybe the seller recently got divorced and was in a 
hurry to sell for cheap, or perhaps there was a crush of buyers 
AND�THE�WINNER�WOUND�UP�PAYING�SIGNIÚCANTLY�ABOVE�THE�ASKING�
price. Those are circumstances that shouldn’t affect the mar-
ket value of the property you hope to purchase.
)N� AN� IDEAL�WORLD�� THE� APPRAISER�WOULD�ÚND� THREE�HOMES�

exactly like the one you’re under contract to buy: the same 
number of bedrooms with the same architectural style and 
square footage all in the same neighborhood. But the real 
world is rarely that tidy.

What ultimately happens is that the appraiser makes 
adjustments and allowances to compensate for one com-
parable’s smaller size or slightly less desirable location. VA 
appraisers must select what they believe are the three best 
comps and adjust the sales price of each for those recognized 
adjustments and differences. Appraisers have to issue detailed 
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explanations if they rely on sales that strain compatibility with 
the other comps included in the report.

The VA appraisal also has to include other important items, 
like location maps, photographs of both the home in question 
and the comparables and perimeter sketches.

After an appraiser has pored over all the documentation 
and information, he or she will create an estimate of the 
home’s market value. This estimate will eventually help the 
lender’s STAFF�APPRAISAL�REVIEWER��OR�3!2��ISSUE�A�ÚNAL�Notice 
OF�6ALUE for the home. The NOV is an industry term, and you 
MIGHT�HEAR�IT�CALLED�BY�ITS�OLD�NAME��THE�#ERTIÚCATE�OF�2EASON-
able Value, or CRV.

Here’s a simple expression to explain the acronym soup: 
NOV = CRV = market value.

No matter what you call it, the appraisal is a big deal. And 
HEREmS�WHY��4HIS�ULTIMATELY�DETERMINES�YOUR�ÚNAL�LOAN�AMOUNT��
It might also have a big say in whether you actually become a 
homeowner, at least with the property you had in mind.

We’ll talk more about SARs and their role in the next chap-
ter. It turns out they’re just as important as the appraiser, if not 
more so.

For now, though, the most important issue here is the pur-
chase price of the home versus its appraised value. On one 
hand, veterans are overjoyed when the home they agreed to 
purchase for $250,000 winds up appraised at $275,000.

That extra $25,000 isn’t real equity and can’t somehow turn 
into real dollars. But it’s certainly a consideration down the 
ROAD�IF�THE�VETERAN�ULTIMATELY�DECIDES�TO�SELL�OR�REÚNANCE�
4HE�ÛIP�SIDE�r�THE�FRIGHTENING�SIDE��REALLY�r�IS�WHEN�THE�

NOV is lower than the purchase price. This phenomenon trig-
gers a new wave of concerns and issues for veterans and their 
families.
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If the home you’ve agreed to purchase for $250,000 is ap-
PRAISED�AT����������� THE� LENDER� ISNmT�GOING� TO� SELÛESSLY�COVER�
that $10,000 gap. Lenders are going to fund whatever is lowest: 
the sales price or the appraised value. 
 That means the buyer is on the hook for the difference.

This kind of devastating discrepancy does happen. And it’s 
crushing to veterans and prospective home buyers. Making up 
the difference between the sales price and the appraised value 
CAN�BE� INCREDIBLY�DIFÚCULT� IF�NOT�DOWNRIGHT� IMPOSSIBLE��ESPE-
cially for military borrowers, most of whom come to the table 
with little in the way of liquidity.
4ODAY��MOST�PURCHASE�AGREEMENTS�INCLUDE�SOME�TYPE�OF�nOUT�

clause” that allows the borrower to walk away from the purchase 
if the appraisal comes back lower than the sales price. This is 
where the VA Amendment to Contract document that borrowers 
sign during the loan application process comes into play.
"ORROWERS�CAN�ALSO�SEEK�WHATmS�KNOWN�AS�A�nRECONSIDERATION�

of value” when there’s a question about the Notice of Value. 
A reconsideration is basically an appeal to include additional 
comparable home sales not considered in the initial appraisal. 
Veterans have to make this appeal in writing and present com-
pelling evidence of at least three other comparable home sales.

Some lenders may be open to offsetting the difference in 
exchange for the borrower taking a higher interest rate.

Borrowers can always try to renegotiate with the seller, too. 
In fact, that’s one of the more common solutions, especially 
in today’s real estate environment, where home values have 
plummeted. Often, sellers will lower their asking price to meet 
the appraised value and eliminate some of the concessions 
they would normally pay on the back end of the deal. Sellers 
asking $350,000 for a home valued at $315,000 certainly have 
diminished leverage when it comes to negotiating.
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Appraisals are required in order for a loan to receive a 
VA guaranty. It’s the only real way for the agency to ascertain 
the market value and to ensure that the veteran’s prospective 
purchase is in an acceptable condition. But there are some 
conditions that make a property ineligible for a VA appraisal.

This is another area where having a VA-savvy Realtor can 
save borrowers time and money.

Properties Ineligible for a VA Appraisal
In most cases, veterans will have no problem securing a VA 
appraisal for the home they want to purchase. But there are 
SOME� EXCEPTIONS� THAT� KNOCK� A� PROPERTY� INTO� THE� nINELIGIBLEo�
category. The bulk of these ineligible properties are homes in 
potentially hazardous locations. According to the VA, a prop-
erty isn’t eligible for an appraisal if it’s located in:
p� Some Special Flood Hazard Areas (SFHA). These are 
FEDERALLY� DESIGNATED� AREAS� IN� ���
YEAR� ÛOODPLAINS�� )N�
these locations, a property isn’t eligible if there’s no 
ÛOOD� INSURANCE� AVAILABLE� OR� IF� ITmS� NEW� CONSTRUCTION�
WHERE�THE�LOWEST�ÛOOR�IS�BELOW�THE����
YEAR�ÛOOD�LEVEL�

p� !REAS�THAT�ÛOOD�ROUTINELY��NO�MATTER�IF�THEYmRE�LISTED�AS�
SFHA with the Federal Emergency Management Agency 
�&%-!	��2EGULAR�ÛOODING�WOULD�VIOLATE�THE�-INIMUM�
Property Requirements, which we’ll get into shortly.

p� An area within a Coastal Barrier Resources System. 
These barriers protect marine habitats and help pro-
tect the mainland against storms and erosion along the 
nation’s coastline. Since the early 1980s, Congress has 
restricted new development and building in these areas, 
which include parts of the Eastern Seaboard, the Great 
Lakes and the Gulf Coast.

p� Some especially loud airport noise zones.
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p� Some areas susceptible to problems with geological or 
soil instability, including earthquakes and landslides. 
This applies only to homes that are new, proposed or 
currently under construction. The property can be 
deemed eligible if the builder can adequately docu-
ment that the site isn’t affected or that the problem is 
addressed in the building’s engineering and design.

Condominiums are another tricky spot. We talked earlier 
about how VA loans can only be used for condominium devel-
opments that are approved by the agency. Just because a condo 
complex isn’t currently approved by the VA doesn’t mean it 
won’t be at the time of your purchase. Before paying for an 
appraisal, though, the veteran should have a pretty solid expec-
tation that the VA or HUD will accept the condo development 
before closing day arrives.

Veterans can also wind up losing out because of someone 
else’s past mistakes. The VA won’t grant an appraisal on a prop-
erty if the seller, builder or another stakeholder has somehow ran 
afoul of the VA Loan Guaranty program in the past. The VA can 
ISSUE�WHAT�IT�CALLS�nSANCTIONSo�AGAINST�PEOPLE�OR�PARTIES�THAT�HARM�
veterans. The type of bad acts that can result in sanctions include:
p� Violating the Minimum Property Requirements
p� Deviating from plans and specs without VA approval
p� Failing to follow contracts on previous VA houses
p� Using a sales or marketing practice that VA considers 

unfair or prejudicial

Again, these are relatively rare occurrences, but they do 
happen. It’s important for borrowers to ask questions and work 
to ensure that everyone involved in their home purchase is in 
good standing with the VA.
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Manufactured homes represent a unique situation. To be 
eligible for a 30-year VA loan (and the appraisal that comes 
with it), a manufactured home has to be rooted in a perma-
nent foundation, taxed as real property and conform to build-
ing codes and the VA’s Minimum Property Requirements. But, 
again, securing a VA loan for these is all but impossible in the 
current market.

Appraisal Costs
4HE� 6!� HAS� ÚELD� STATIONS� ACROSS� THE� COUNTRY� THAT� FARM� OUT�
appraisals to independent appraisers who are experts in 
AGENCY� REGULATIONS� AND� REQUIREMENTS��4HOSE� INDIVIDUAL�ÚELD�
stations set a maximum appraisal and inspection fee based on 
comparable costs.

The average cost is usually about $450 for a single-family 
home.

Minimum Property Requirements
This is the second, crucial part of the appraisal process.
 MPRs cover basic issues that can affect the value of the 
property or its safety. These are mostly high-level concerns that 
present immediate or near-immediate problems for veterans 
and their families.
 Again, a VA home appraisal is not a home inspection. 
Appraisers haven’t devoted their lives to studying the art and 
science of wiring, plumbing and HVAC systems. This is more like 
a 100-foot view of the property, as opposed to the more detailed, 
at times microscopic view you get with a home inspection.

When it comes to a VA loan, appraisers are looking for 
potentially major issues that revolve around the three S’s: safe-
ty, sanitation and structural integrity. Actually, let’s make that 
FOUR��THE�ÚNAL�n3o�IS�SALABILITY��!�HOME�CAN�BE�SAFE��SANITARY�AND�
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structurally sound but still prove problematic for appraisers if 
it isn’t similar to any other comps or has other issues that could 
MAKE�IT�DIFÚCULT�TO�SELL�IN�THE�FUTURE�
 In order to get a detailed picture of the home’s condition, 
veterans should hire a home inspector to scour the property. 
For now, let’s focus on MPRs.
 Homes under construction or soon to be built are gov-
erned by Minimum Property Requirements that help ensure 
the property meets building codes and all applicable federal 
regulations. For existing homes or those recently built, the 
MPRs are there to make sure the veteran is purchasing a safe 
property that meets acceptable community standards.
 There are 10 basic Minimum Property Requirements that 
VA appraisers consider. Each diffuses down into a series of spe-
CIÚCS��SO�WEmLL�START�BY�LOOKING�AT�THOSE�BANNER�HEADINGS�
p� %NTITY

This just ensures that the property is a single structure 
ready to hit the market.

p� .ONRESIDENTIAL�5SE
VA loans can’t be used to purchase investment proper-
ties or businesses. But veterans can purchase a home 
that has business or nonresidential space so long as it 
DOESNmT�EXCEED����PERCENT�OF�THE�TOTAL�ÛOOR�SPACE�

p� Space Requirements
The property has to have enough space for veterans and 
their families to live, sleep and cook and eat. It must 
also have proper sanitary facilities.

p� -ECHANICAL�3YSTEMS
All of the home’s mechanical systems (heating, cool-
ing, etc.) have to be safe, in working order and likely to 
remain in that shape.
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p� (EATING
The VA is concerned about heating beyond the 
Mechanical Systems category. There are rules and regu-
lations governing properties that rely on wood-burning 
stoves and solar systems as primary heat sources. Homes 
with the former must have a traditional heating system 
in place to make sure pipes don’t freeze. Solar heat-
ing systems also need a back-up heat source. There are 
some climates that allow the VA to waive requirements 
for mechanical heat systems.

p� 7ATER�3UPPLY�AND�3ANITARY�&ACILITIES
This isn’t much of a shocker, but the VA requires that 
veterans live somewhere with hot water, continually safe 
and potable drinking water and acceptable sanitary and 
sewage systems.

p� 2OOF�#OVERING
The roof can’t be defective, leaking or in bad shape.

p� Crawl Space
If the home has a crawl space, the area has to be free of 
debris and vented properly. There must be enough space 
for workers to access ductwork and plumbing. Any prob-
lems with excessive moisture will have to be remediated.

p� Ventilation
This is more for crawl spaces and attics. The property 
has to have adequate ventilation in these areas so that 
heat and moisture don’t begin to cause structural 
damage or lead to conditions that can adversely affect 
human health.

p� %LECTRICITY
This one’s pretty self-explanatory. A barren cabin in the 
woods isn’t going to cut it.
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 Those are the 10 big ones. Major problems that can’t be 
CORRECTED�OR�OTHERWISE�PRESENT�A�SIGNIÚCANT�HAZARD�CAN�KNOCK�
a property out of contention for a VA loan. But there’s a series 
of more nuanced requirements that appraisers must consider 
when evaluating a prospective property, such as:
p� 0ROPERTY�ACCESS

Typically, the most important element here is that veterans 
must be able to get to their living area without having to 
ÚRST�PASS�THROUGH�SOMEONE�ELSEmS��3TREETS�ARE�REQUIRED�TO�
have some type of all-weather surface. If the access comes 
via a private road, the borrower has to produce a private 
road agreement that spells out the access rights and main-
tenance responsibilities. The agreement must have the sig-
nature of every person on the road.

p� $EFECTIVE�CONDITIONS
These include problems with the home’s construc-
tion or workmanship; clear evidence that the house is 
continuing to settle; and water problems like excessive 
dampness and leakage.

p� Termites
These little buggers can lead to huge headaches for both 
buyers and sellers. Appraisers are required to look for 
insects that eat away at wood, along with fungus growth and 
dry rot. A separate pest inspection is required for VA fund-
ing if it’s clear there’s a problem or if the home is located in 
a place likely to see an infestation. A termite problem has 
to be under control before a veteran can secure a VA loan.

p� ,EAD
BASED�PAINT
This is a big one with appraisers, mainly because lead-
based paint represents such a health hazard, especially 
for veterans with young children. VA appraisers are 
required to assume that paint problems (like chipping, 
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cracking or peeling) at any property built before 1978 
involve lead paint. Unless further tests can show accept-
able lead levels, the surface has to either be repainted 
or reconstructed.

p� 'AS��0ETROLEUM�AND�(IGH�6OLTAGE�%LECTRICITY�,INES
Utility and energy companies often hold easements on 
properties near these types of transmission lines. That 
easement essentially means the utility company can 
control the use of some private property in order to 
operate and maintain its facilities. The VA will not fund 
a loan for a home that’s located in an easement for any 
of these three types of transmission lines.

p� 7ELLS�AND�3EPTIC�3YSTEMS
About 15 percent of the country gets its drinking water 
from private wells, according to the Environmental Pro-
tection Agency. The VA prefers a connection to a commu-
nity water system, and in fact requires it where available. 
When that isn’t feasible, properties with well water 
have to meet either local or federal safe drinking water 
standards. But the array of home-based treatment systems 
available today means even veterans with contaminated 
well water may still be able to receive a VA-guaranteed 
loan. There’s currently no inspection required of septic 
systems unless the appraisal documents a potential need.

p� -ANUFACTURED�(OMES
Again, these are relative rarities in today’s lending 
climate. Veterans who somehow manage to sneak one 
past the goalie still have to hit some MPRs. The stability 
of the home’s foundation is typically the signature issue. 
)N�FACT��THERE�ARE�MORE�THAN�A�HALF
DOZEN�ULTRA
SPECIÚC�
requirements regarding the foundation alone.
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 Veterans under contract to purchase an existing home can 
request an exemption from the Minimum Property Require-
ments. They have to do so in writing, along with their lender, 
and be able to show the property is habitable in terms of those 
THREE� 3mS�r� SAFETY�� SANITATION� AND� STRUCTURAL� SOUNDNESS�� 4HE�
WORD�nEXEMPTIONo�IS�A�BIT�MISLEADING��THOUGH��)TmS�REALLY�MORE�
like an extension, because lenders and the VA will ultimately 
WANT�TO�SEE�THE�PROBLEMS�ÚXED�

For example, one of our borrowers had a problematic 
APPRAISAL�BECAUSE�OF�ÛAKING�PAINT�ON�EXTERIOR�WINDOWS�THAT��AT�
minimum, needed to be scraped and primed. But this was dur-
ing the dead of winter and four-foot snow drifts made paint-
ing impossible. We secured an exemption after the borrower 
PUT�SOME�MONEY�INTO�ESCROW�r�ITmS�TYPICALLY�����TIMES�THE�COST�
OF� THE� REPAIR� ESTIMATE�r� TO� PAY� FOR� THE� REPAIRS� ONCE� SPRING�
arrived.
 Overall, the VA’s Minimum Property Requirements tend 
to get a bad rap. They also instill a lot of needless fear and 
mythmaking. For the most part, these are broad, overarching 
requirements, the kind of stuff that’s self-evident and rooted in 
health and safety for veterans and their families.
 We’ll say it once more, because it’s that important: The VA’s 
Minimum Property Requirements do not replace the need for 
an independent home inspection. The home inspection is 
what’s going to dredge up the real problems, if there are any, 
HIDDEN�BEHIND�THE�WALLS�AND�IN�THE�ÛOORBOARDS�
 But having a Realtor who knows the VA MPRs can certainly 
spare veterans some time, heartache and money. Just imagine, 
for example, that you’re looking at a property experiencing 
subsidence and settling problems or that resides in a termite 
hot spot. The earlier a veteran understands the limitations and 
requirements, the sooner he or she can make a decision about 
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whether to move forward with the property or to continue the 
home search.

Understanding the MPRs has also become increasingly 
IMPORTANT� SINCE� THE� ECONOMIC� COLLAPSE� ÛUSHED� THE� HOUSING�
market with foreclosures.

MPRs and Buying Foreclosures
The recent foreclosure environment has been a home buyer’s 
dream in some parts of the country. Of course, it’s been a night-
mare for those homeowners living through it. Nearly 4 million 
homes entered foreclosure in 2010, and about a third of those 
were sold off through foreclosure.
 Buying a home that’s been foreclosed on can be a great 
way to save money and get a good chunk of house at a reason-
ABLE�PRICE��"ORROWERS�MAY�ÚND�LENDERS�WILLING�TO�DANGLE�LOWER�
interest rates and down payments in order to thin out their 
inventory of foreclosed properties.

But veterans in some parts of the country haven’t been able 
to take advantage of these low-cost opportunities, at least to the 
degree their civilian counterparts have enjoyed. Part of that is 
because not all foreclosed properties return to the open mar-
ket in great shape, which can be problematic once VA apprais-
ers bring their MPR checklist to the front door.
� !GENCY�OFÚCIALS�ARE�OUT�TO�ENSURE�THAT�A�VETERANmS�PROSPEC-
TIVE�HOME�IS�nMOVE
IN�READY�o�AND�NOT�A�WORK�IN�PROGRESS�THAT�
requires a few more months of elbow grease and devotion. 
Investors who bring cash to the table have also pushed 
veterans out of the market. All-cash transactions don’t require 
underwriting, appraisals and other lending mechanisms.
 This is just one more example of why having a VA-savvy 
Realtor can make all the difference for military home buyers. 
Foreclosures can be tough, but they’re certainly not impossible 
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for veterans to purchase, usually with a savings of at least 
5 percent below the market value.
 Because of the MPRs and the nature of the VA appraisal 
process, some foreclosures simply aren’t going to work. And 
that’s why expert knowledge can be so crucial. A real estate 
AGENT�ÛUENT�IN�6!�MIGHT�BE�ABLE�TO�SNIFF�OUT�THOSE�MAJOR��DEAL

breaking problems in the early stages. The sooner the veter-
an knows there’s potential trouble, the sooner he or she can 
ADJUST�THE�PURCHASING�GAME�PLAN�r�AND��IF�NECESSARY��THE�TIME�
line.
 Before we move forward, it’s important to stop and drill 
down a bit more into what home buying is like today on the 
front lines of the mortgage crisis. Purchasing a home in dis-
tressed real estate markets can present some unique challeng-
es for military buyers, not just in hard-hit states like Nevada 
and Florida but across the country.

Buying in a Distressed Market
Buying a home in a distressed market can be frustrating and 
complicated. Transactions can prove time consuming, often 
BECAUSE� THEY� INVOLVE�ÚNANCIAL� INSTITUTIONS� AND�BUREAUCRACIES�
in no hurry to close a deal. Patience is at a premium in these 
markets.
 Generally, there are three types of homes available in a 
distressed market:
p� &ORECLOSURES�2%/� �REAL� ESTATE� OWNED� HOMES	: These 

homes have returned to bank ownership after the bor-
rower failed to make mortgage payments. This type of 
property is characterized by a lack of maintenance and 
CAN�REPRESENT�A�GOOD�VALUE��4HESE�HOMES�ARE�SOLD�nAS
ISo�
AND�UNLESS�REPAIRS�ARE�REQUIRED�TO�COMPLETE�THE�ÚNANC-
ing, these sellers will not make any.
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p� Short Sale Transaction: A short sale is when the lender 
OKs the sale of a home for less than what is owed on 
the mortgage. The lender has to approve the sale and 
reduced payoff of the mortgage. Transactions can take 
120 days or more.

p� Investor Flip: This is when a private company buys and 
UPGRADES� A� FORECLOSURE� IN�ORDER� TO� SELL� IT� FOR� A�PROÚT��
Because of the time that the new seller has owned the 
home (usually less than 120 days), it can be challenging 
TO�OBTAIN�ÚNANCING�FOR�THESE�HOMES�

The traditional home sale can seem a relative rarity in 
many distressed markets. Foreclosing on a home takes time. 
Government agencies have also worked in recent years to help 
homeowners modify their mortgages and stave off foreclosure, 
which also slows the process. The end result in many of these 
distressed areas is a relatively low supply of homes for sale.
4HAT��IN�TURN��SPURS�ÚERCE�COMPETITION�AMONG�SELLERS�AND�

their real estate agents. Home prices in these areas are often 
SET�AT�ARTIÚCIALLY�LOW�LEVELS��AS�SELLERS�ANTICIPATE�A�WAVE�OF�OFFERS�
that will ultimately drive up the price. In some respects, it isn’t 
all that different from any eBay auction.

What makes matters worse, at least for veterans, is that 
BANKS�AND�INVESTORS�CLAMORING�FOR�PROÚTS�ARE�TURNING�TO�CASH�
buyers with open arms. A crush of cash buyers in distressed 
markets has pushed scores of veterans to the sidelines.
)TmS� ALMOST� DIFÚCULT� TO� DESCRIBE� HOW� MUCH� DIFFERENT� THE�

process is when it’s an all-cash purchase. Paperwork and proce-
dural hassles disappear. There are no eagle-eyed underwriters 
SCOURING�ÚNANCIAL�RECORDS�AND�TAX�RETURNS��"ANKS�AND�INVESTORS�
WILL� SOMETIMES� ACCEPT� ALL
CASH� OFFERS� SIGNIÚCANTLY� BELOW� THE�
asking price, just because of the ease.
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An August 2009 analysis by the San Francisco Chronicle 
found that cash purchases represented more than 40 percent 
OF�HOME�SALES� IN�SOME�MARKETS�ÛOODED�WITH� FORECLOSURES�� )N�
foreclosure-blitzed Clark County, Nevada, cash purchases 
accounted for 53 percent of home sales in May 2009.

The numbers have come down slightly since then, but the 
CLIMATE�CAN�STILL�BE�DOWNRIGHT�SCARY�FOR�BUYERS�WHO�NEED�ÚNANC-
ing. Most prospective VA borrowers aren’t able to engage in a 
bidding war that escalates well beyond the home’s appraised 
value. Some banks that own foreclosures actually require 
PROSPECTIVE�BORROWERS�TO�SEEK�LOAN�PREQUALIÚCATION�FROM�THEM�
before entertaining an offer.
6ETERANS�WHO�MANAGE�TO�SECURE�ÚNANCING�AND�ÚND�A�WILLING�

seller still have to contend with those pesky Minimum Property 
Requirements.
 The bottom line is that veterans in distressed markets 
should latch on to a real estate agent and lender they trust. 
They should also prepare themselves for disappointment and 
DELAYS��-ANY�WILL� SEE� THEIR� nDREAM�HOMEo� TURNED�OVER� TO�AN�
investor with a wad of cash. Patience and preparation are the 
KEYS�TO�SUCCESS�r�OR�AT�LEAST�TO�SURVIVAL�

Purchasing While Overseas
The transient nature of military life means that sometimes 
veterans can’t perfect their timing when it comes to home 
buying. That’s where Power of Attorney comes in. Most service 
members are at least familiar with the phrase. This is where you 
BESTOW� UPON� A� TRUSTED� CONÚDANT� THE� ABILITY� TO� SIGN� LEGALLY�
binding documents in your stead.
 There are certainly situations where a service member 
can’t be on hand, let alone on the same continent, when 
the time comes to sign purchase agreements or closing 
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documents. Lenders and real estate attorneys don’t exactly 
give a wink and a nod to spouses and allow them to sign for 
their deployed husband or wife. Lying, misrepresentation 
and forgery on federal loan documents is a felony. Probably 
not something you want to be facing while your better half is 
half a world away.
 It’s important in the early stages to determine whether  
your potential lender requires its own Power of Attorney  
documents. Don’t just assume that a generic, catch-all POA is 
GOING�TO�WORK�WHEN�THE�TIME�COMES�TO�SECURE�HOME�ÚNANCING��
)N�MANY�CASES��YOU�WILL�NEED�A�SPECIÚC�0OWER�OF�!TTORNEY�THAT�
covers a single property in question, giving a date and price 
range and an address.
 Be sure to get these questions nailed down with your 
LOAN� OFÚCER� OR� YOUR� ATTORNEY� BEFORE� PROCEEDING� ON� A� HOME�
purchase.

Specially Adapted Housing
Veterans and service members with service-connected disabili-
ties can have distinct needs when it comes to housing. That 
can prove a challenge during the house-hunting stage. But the 
VA has a unique program that provides grants to help service 
members and veterans with disabilities modify or otherwise 
adapt properties to meet their needs.
 The Specially Adapted Housing grant program allows 
QUALIÚED�VETERANS�TO�OBTAIN�UP�TO���������TO�RETROÚT�A�HOME��
Veterans who suffer from lack of motion, blindness, loss of 
LIMBS� OR� OTHER� DISABILITIES� THAT� REQUIRE� HOME� MODIÚCATIONS�
MAY�BE�ELIGIBLE�FOR�3PECIALLY�!DAPTED�(OUSING��-ODIÚCATIONS�
can include specially sized doorways; certain types of carpet; 
RETROÚTTED�FAUCETS�AND�SHOWERHEADS��RAMPS�AND�BANISTERS��AND�
a host of other important changes.
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 There’s a separate program that offers grants of up to 
$10,000 for eligible veterans with blindness or the anatomical 
loss or loss of use in both hands.
 Service members and their families should talk with their 
LOAN�OFÚCER�ABOUT�THE�3!(�PROGRAM�

Borrower Spotlight: Eli Armstrong
,A�-ESA��#ALIFORNIA�r�%LI�!RMSTRONG�JOINED�THE�!RMY�IN�������
INTENT�ON�USING�HIS�')�"ILL�BENEÚTS�TO�HELP�PAY�FOR�HIS�COLLEGE�
education.
 Assigned to the infantry, the California native hoped to 
spend a couple quiet years at Fort Hood, Texas, before shuf-
ÛING�OFF� TO�SCHOOL��4HAT�VISION�EVAPORATED�WHEN�)RAQI� TROOPS�
invaded Kuwait in August 1990.
 Instead of an unremarkable stretch at Fort Hood, PFC 
Armstrong would spend the bulk of his Army stint in the Per-
SIAN�'ULF�7AR��(IS�REGIMENT�WAS�ONE�OF�THE�ÚRST�TO�ARRIVE�IN�THE�
theater and one of the last to leave.
 It was a surreal experience for a precocious teenager who 
had graduated from high school at age 16. He returned home 
to California after the war but found it tough to relate to some 
former classmates and friends.
� n)�FELT�LIKE�)�WAS�IN�A�DIFFERENT�PLACE�IN�MY�LIFE�o�%LI�SAID��n)�
DEÚNITELY�FELT�LIKE�AN�ADULT�o
� (E� EVENTUALLY� CAPITALIZED� ON� HIS� ')� "ILL� BENEÚTS� AND�
enrolled at San Diego State University. While there, he started 
tutoring at-risk high school students. After six months, school 
OFÚCIALS�OFFERED�HIM�A�FULL
TIME�JOB�
 Eli jumped at the offer and secured emergency teaching 
credentials as soon as he graduated. A former foster care child, 
Eli teaches the basic subjects to troubled kids, a job he has 
relished for the last 13 years.
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� n)�ENJOY�WORKING�WITH�KIDS�THAT�NOBODY�WANTS�TO�WORK�WITH�o�
HE�SAID��n!�LOT�OF�THEM�DONmT�HAVE�FAMILIES��THEYmRE�HOMELESS��)�
like working with kids that want help.”
 Not too long after graduating, he considered tapping into 
ANOTHER�KEY�MILITARY�BENEÚT��HIS�6!�HOME�LOAN�ENTITLEMENT��(E�
had learned about the program during his time in the Army.

Eli ultimately balked at a home purchase at the time, pre-
ferring a more transient lifestyle that let him live in different 
corners of the San Diego area. But he kept the idea in the back 
of his mind.

Things started to shift in 2007 when he proposed to his 
girlfriend, Mineko. The pair got married a year later and talk 
again turned to buying a house.

Eli wasn’t sure if they could afford to stay in the area with 
a VA loan. Home prices in San Diego have mostly avoided 
THE� KIND� OF� SIGNIÚCANT� DECLINES� THAT� STRUCK� OTHER� COMMUNI-
ties across the country. But the recent downturn still made the 
Armstrongs think it was a great time to look.

Eli went online to do some research and found Veterans Unit-
ed Home Loans, the nation’s leading dedicated VA lender. He 
liked what he found on the site and decided to call.
,OAN�OFÚCER�-IKE�-ANGE�WAS�ON�THE�OTHER�END�OF�THE�LINE�
Mike carefully explained the loan preapproval process to 

Eli and his wife.
Unlike a lot of prospective borrowers, Eli was on top of his 

CREDIT�PROÚLE��-ONTHS�EARLIER�HE�HAD�CHECKED�HIS�CREDIT�SCORE�
and researched ways to improve.

By the time he spoke with Mike, Eli had already boosted his 
credit score considerably.
n-Y�BIG�THING�WAS�)�DIDNmT�HAVE�ENOUGH�CREDIT�ESTABLISHED�o�

HE�SAID��n3O�)�WENT�TO�THE�BANK�AND�APPLIED�FOR�A�CREDIT�CARD��)�
got like a 100-point jump over the course of a year.”
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Mike connected the couple to local Realtor John Smith 
through Veterans United Realty.
%LI�INITIALLY�HOPED�TO�ÚND�A�MULTIUNIT�PROPERTY��WHICH�WOULD�

provide them a home as well as steady rental income. They bid 
on dozens of properties only to get beat out by cash offers, a 
relatively common occurrence in the current market.

Finally, the couple found a single-family home that met 
their needs. They nearly lost their chance after their initial bid 
on the home was trumped by a higher offer. But that deal ulti-
mately fell through and the seller asked the Armstrongs if they 
were still interested.

They were, and the seller accepted their original offer. Work 
crews needed to make a few repairs to satisfy VA requirements.

The Armstrongs closed on their $415,000 home in mid-
October 2010.





C h a p t e r  5 :

Loan Processing, rates 
anD costs

At this point, you’re entering the home stretch.
�/NCE�YOUmVE�GOT�A�CONTRACT�IN�HAND��THE�ÚRST�PERSON�YOU�

CALL�r�AFTER� FRIENDS�AND� LOVED�ONES��PERHAPS�r� IS� YOUR� LOAN�
OFÚCER��!T�MANY�MORTGAGE�COMPANIES��THIS�IS�WHEN�YOUR�TRUSTED�
LO would actually start to fade into the background. Consid-
er it one of the ironies of the industry. Most shops turn their 
borrowers over to a loan processor once  a purchase agreement 
is in place.
 Processors have an important job. They’re charged with 
SHEPHERDING� YOUR� LOAN�ÚLE� THROUGH� THE� REMAINING� CHANNELS�
and bringing home your home loan.
� ,OAN�OFÚCERS��MEANWHILE��TYPICALLY�GO�BACK�TO�WORKING�THE�
front lines, taking those initial calls and kick-starting the pro-
cess for veterans.

That isn’t a bad thing, and it’s pretty much the mortgage 
industry’s standard operating procedure. But we tend to do 
things a little differently.
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We love our processors, and they certainly interact with 
borrowers from time to time, but their focus is burrowing into 
THE�DETAILS� AND�GAPS� IN� YOUR� LOAN�ÚLE��/UR� LOAN�OFÚCERS� STAY�
CONNECTED�TO�THEIR�CUSTOMERS�FROM�START�TO�ÚNISH��4HE�GOAL�IS�TO�
maintain that relationship from initial conversation to closing 
DAY�� 4HE� ,/� IS� STILL� ÚELDING� YOUR� LATE
NIGHT� PHONE� CALLS� AND�
early-morning emails. The LO is still chasing down answers 
and solving problems. It’s a concerted, team effort. Veterans 
United borrowers aren’t simply cast into the loan processing 
pen once they sign a contract.
4HEIR�LOAN�OFÚCER�IS�WITH�THEM�EVERY�STEP�OF�THE�WAY�

The Lender’s SAR
7HEN� A� COPY� OF� YOUR� CONTRACT� ÚNALLY� LANDS� ON� YOUR� LOAN�
OFÚCERmS�DESK��ITS�STAY�WILL�BE�A�ÛEETING�ONE��4HAT�HUNK�OF�IM-
portant paperwork will soon be in the hands of a processor. 
Not to get too poetic, but one way to think of the processor is 
as the central hub of a wheel. Spokes emanate from the center: 
appraiser, inspector, title agent, insurance agent, underwriter, 
loan closer and a few others. Each has its own unique role in 
helping the wheel go round.
 But they’re all tied to that central hub, the loan proces-
sor. It’s the processor’s job to pull together the information 
AND�DOCUMENTATION�NECESSARY�TO�COMPLETE�YOUR�LOAN�ÚLE�AND�
get it to an underwriter. The lender’s underwriting unit has a 
ÚNAL� THUMBS
UP�OR�DOWN�ON�YOUR� LOAN��!ND� IN�MOST�CASES��A�
VETERANmS�LOAN�ÚLE�CANmT�BE�SENT�TO�THE�UNDERWRITER�FOR�APPROVAL�
until it’s complete.
 The processor will ensure an appraisal is ordered for 
the property. He or she will also make sure that appraisal is 
reviewed by the lender’s STAFF�APPRAISAL�REVIEWER��OR�3!2.
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The SAR’s job is to carefully examine appraisals to ensure 
they are complete and conform to agency guidelines. More 
importantly, it’s the lender’s SAR who ultimately determines 
the property’s value. The appraiser will include his or her 
estimation in the report, but the Veterans Administration bas-
ES�ITS�GUARANTY�ON�THE�3!2mS�ÚNDINGS�
4HE�ÚNAL�.OTICE�OF�6ALUE�WILL�CONTAIN�THE�MARKET�VALUE�OF�

the property, the estimated remaining economic life of the 
property and a rundown of any conditions and issues nec-
essary for the home to obtain VA approval. In most cases, 
THE�LENDER�HAS�ÚVE�BUSINESS�DAYS�TO�GET�THE�./6�AND�A�COPY�
of the appraisal report to the borrower. For a home that’s 
already built, the NOV is good for six months. Homes that 
are either under construction or proposed have a 12-month 
window.

The VA will not release an appraisal until the SAR issues a 
ÚNAL�.OTICE�OF�6ALUE��%VEN�YOUR�LOAN�OFÚCER�DOESNmT�GET�TO�SEE�
or discuss it until that step.
(EREmS� AN� EXAMPLE� OF� THE� ÚRST� TWO� PAGES� OF� A� STANDARD�

Notice of Value:
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In all, there are currently 19 conditions and require-
ments that may apply to the veteran’s property, covering those 
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Minimum Property issues we looked at in the last chapter 
along with some conditions that apply to new and proposed 
construction. The SAR will go through and check off any con-
ditions that apply to the property in question.

While it’s infrequent, it is possible for the SAR to issue a 
Notice of Value that is either 5 percent above or below the 
appraiser’s estimate. Altering the home’s market value requires 
clear and compelling documentation and data. Veterans can’t 
get a second VA appraisal on the same property, but they can get 
an independent one to use as supporting evidence, provided 
someone else picks up the tab. The VA won’t even consider 
that second appraisal if the veteran had to spend money on it.

The Loan Processor
/RDERING�THE�6!�APPRAISAL�IS�ONE�OF�THE�ÚRST�JOBS�OF�THE�LOAN�
processor. It’s far from the last.
 The processor will forward your contract to your insurance 
company, who in turn will get cranking on a policy for the home. 
Most lenders will recommend insurance companies and push 
borrowers to solicit multiple quotes. Rates for HOMEOWNERmS�INSUR-
ance can vary wildly depending on a number of factors. Borrow-
ers should get at least three quotes from reputable companies.

The processor will do the same with a title company to 
ensure the property has proper title insurance.

Let’s pause here for a brief segue into title insurance. It’s 
A�FOREIGN�TERM�FOR�MANY�ÚRST
TIME�BUYERS��4HATmS�UNDERSTAND-
able, as it’s a foreign concept outside the mortgage industry. 
In essence, title insurance protects the borrower against claims 
that the property belongs to someone else.

Think of it this way: A 100-year-old home may have had a string 
of owners in the last century. Title insurance companies scour 
public records to determine if there are any legitimate claims or 
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rights to the property. Title insurance can protect home buyers 
against any lingering problems and any unforeseen hidden risks 
that could arise. Say, for a rare but possible example, that a title 
transfer decades ago was predicated upon forged documents 
AND�SOMEONE�CLAIMING�TO�BE�THE�nRIGHTFUL�OWNERo�COMES�KNOCK-
ing on the door two weeks after you move in.

This is where title insurance comes into play. It is manda-
tory and a necessary part of today’s real estate environment. In 
most cases, the seller’s agent will recommend a title company 
in the purchase agreement. But that doesn’t mean you have 
to use that particular company. Title insurance is a one-time 
purchase. The premium is covered in one lump sum that must 
be paid at closing.

Like any other form of insurance, title insurance in many 
states comes with varying rates (there are a few where rates 
are set by the state Department of Insurance or a similar gov-
ernmental agency). And there’s no guarantee that the listing 
agent will recommend a title company with the best rates for 
military borrowers. Veterans should shop around or at least 
check with their lender to see what else is available.

At the same time, the loan processor will work to clear up 
any remaining documentation and paperwork needs related 
TO� YOUR� LOAN� ÚNANCING�� )NSPECTIONS� NEED� TO� BE� COMPLETED��
Insurance policies must be drafted and signed. Veterans might 
need to gather up another year’s worth of tax statements or 
HAVE�THEIR�BANK�BALANCES�VERIÚED�
)TmS�HARD�TO�PUT�A�SPECIÚC�TIME�FRAME�ON�THIS��BUT�GENERALLY�

YOUmRE�LOOKING�AT�A�WEEK�OR�TWO�TO�NAIL�DOWN�SOME�OF�THIS�ÚNAN-
cial information and take care of appraisals, inspections and 
THE�REST��/NCE�THE�PROCESSOR� IS�CONÚDENT�THAT�THE�LOAN�PACK-
age looks complete, it will make its way to arguably the most 
important person in the chain: the underwriter.
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4HIS� STEP� CAN� SEEM� A� BIT� CONFUSING� AND�NEEDLESS� TO�ÚRST

time buyers, many of whom will quickly note that their loan 
was already approved by the Automated Underwriting System. 
There’s already a green light, right?

Sort of.
 A lot can change during the course of the purchasing 
process. Financial statements and credit reports can get stale. 
0ROSPECTIVE�BORROWERS�LOSE�THEIR�JOBS��3POUSES�ÚLE�FOR�DIVORCE��
Issues arise with the property. For these and countless other 
reasons, the initial verdict of an automated system can’t pos-
SIBLY�BE�THE�ÚNAL�WORD�ON�A�HOME�LOAN��4HEREmS�JUST�TOO�MUCH�
potential for things to change.
 That’s why lenders like to turn to human beings as the process 
nears culmination. Some employ underwriters in-house, while 
OTHERS� USE� OUTSIDE� ÚRMS�� %ITHER� WAY�� THE� UNDERWRITER� IS� THE�
person who makes the ultimate determination regarding your 
loan. And that’s why an AUS approval isn’t necessarily a green 
light.
 Veterans must have their loan package approved by a real 
person. It’s also important to remember that an AUS approval 
often comes with a list of conditions the borrower must meet. 
4HE�UNDERWRITING�OFÚCE�IS�THE�CRUCIBLE�FOR�ALL�THOSE�CONDITIONS�
 For example, the veteran might have received AUS approval 
on the condition that two years worth of tax returns be supplied. 
In the best of all possible worlds, the veteran supplies those 
DOCUMENTS�� THE� LOAN�PROCESSOR� TOSSES� THEM� INTO� THE�ÚLE�AND�
the underwriter gives the loan a big thumbs-up.
 The underwriter is also there to ensure the loan follows 
VA guidelines and requirements. Most often, that’s going to 
involve another hard look at the borrower’s debt-to-income 
RATIO�AND�RESIDUAL�INCOME�ÚGURES��!�LENDERmS�SELF
INTEREST�DRIVES�
the process. Given that there’s no down payment, the lender 
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is on the hook for the entire amount if a loan defaults and 
the VA determines the company ignored or somehow skirted 
agency guidelines. In other words, the VA guaranty evaporates 
if a lender fails to follow the rules.
 Needless to say, that’s a scary thought for lenders who would 
otherwise be somewhat insulated against a borrower who goes 
belly up. That means underwriters are charged with an impor-
tant task, and it’s one they don’t take lightly.
� $ESPITE� THE� HARD� WORK� OF� LOAN� PROCESSORS�� MOST� LOAN� ÚLES�
aren’t slam dunks. Tax returns may be slow in coming from the 
IRS. Pay stubs can become outdated if shopping for a home takes 
longer than expected. The same can be true of credit reports.
 But those aren’t deal breakers. The underwriter takes it on 
faith, to a degree, that the documentation and proof will be 
forthcoming. When that happens, the underwriter will issue 
conditional approval of the loan, which means exactly what it 
sounds like. The veteran’s loan will be good to go on the condi-
tion that certain pieces of information or other requirements 
COME�TOGETHER��4HE�CONVERSE�IS�TO�SUSPEND�THE�ÚLE��WHICH�HAP-
PENS�LESS�FREQUENTLY�AND�IS�TYPICALLY�TRIGGERED�BY�SOME�RED�ÛAGS�
that signal potential disaster.
 Getting conditional approval for a loan is perfectly com-
mon. It’s also commonly frustrating for veterans, who often 
wonder why they’re being incessantly bombarded for thou-
SANDS�OF�PIECES�OF�INFORMATION�r�OR��AT�LEAST�THATmS�HOW�IT�CAN�
FEEL�r�SO�CLOSE�TO�THE�END�
 Veterans with conditional approval will be back on the 
PHONE�WITH�THEIR�LOAN�OFÚCER��WORKING�TO�SUPPLY�WHATEVER�OUT-
STANDING�INFORMATION�AND�DOCUMENTATION�IS�NECESSARY�TO�FULÚLL�
the underwriter’s concerns. That can take some time, which 
may delay the projected loan closing and make sellers and 
borrowers alike a bit nervous.



Veterans United Home Loans presents: !e Book on VA LOANS

162

 Still, this is standard fare that in most cases gets resolved in 
a matter of days. Repeated requests for information can prove 
daunting for some borrowers. Rest assured, though, that the 
underwriter isn’t out to get you or anyone else. The goal is to 
PUT�TOGETHER�A�COMPLETE�LOAN�ÚLE�THAT�SATISÚES�ALL�6!�REQUIRE-
ments, meets the necessary terms set forth by the lender and 
ultimately protects the best interests of the veteran.
� )T�CANmT�ALWAYS�BE�A�PERFECT�SHOT�THE�ÚRST�TIME�THROUGH�
 Once those conditions are met, the lender will draft a com-
mitment letter that, well, commits the lender to follow through 
on the loan. You might hear this step called the clear to close, 
or CTC. With a commitment letter in hand, the veteran is near-
ING� THE�ÚNAL� STAGES��4HE� LOAN�CLOSING� IS� REALLY� ALL� THAT� STANDS�
between the borrower and turning the key.
 Before we talk about loan closings and the costs that come 
with them, let’s pull back the curtains on another crucial part 
of this process: settling on an interest rate.

A Primer on Interest Rates
4HE�INTEREST�RATE�ON�YOUR�HOME�MORTGAGE�REÛECTS�A�LOT�OF�THINGS��
not the least of which is simply the current cost of borrowing 
money.
)T�CAN�BE�STAGGERING�FOR�ÚRST
TIME�BUYERS�TO�STOP�AND�CON-

sider just how much they’ll spend over the course of three 
decades. Depending on the rate, that $300,000 home can easily 
wind up costing more than twice that after 30 years of principal 
and interest payments. Such is the cost of borrowing a big pile 
of money.
&OR�THE�ÚRST�DECADE�OR�SO��THE�MAJORITY�OF�A�BUYERmS�MONTHLY�

mortgage payments are dedicated to paying down the inter-
est. You don’t start biting into the principal for years, which is 
why making an additional payment each month toward your 
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principal can shave years and thousands of dollars off the life 
of your mortgage.
� &ROM�$AY�/NE�� THE� LOAN� OFÚCER�WILL� PROBABLY� START� TALK-
ing about the need to lock in at a certain interest rate. We’ll 
talk about RATE� LOCKS and how they work shortly. First, it’s 
important to understand how interest rates are determined 
AND�WHAT�ROLE�LOAN�OFÚCERS�PLAY�IN�ISSUING�A�ÚNAL�INTEREST�RATE�
for borrowers.
� /NE�OF� THE�ÚRST� THINGS�A� LOAN�OFÚCER�WILL�MENTION� IS� THAT�
INTEREST�RATES�ARE�CONSTANTLY�IN�ÛUX��!ND�THATmS�CERTAINLY�TRUE��
Interest rates change all the time based on a host of economic 
indicators and factors.
 But lenders don’t just randomly pick rates each day. Nor do 
THEY�CAUSE�THEM�TO�CHANGE��)NSTEAD��THE�EBB�AND�ÛOW�OF�RATES�
depends on a couple of key things, including:

p� The Federal Reserve
The Fed, as it’s called, is charged with managing the 
nation’s monetary policy and trying to spur maximum 
ECONOMIC�GROWTH�WHILE�CURBING�INÛATION��4HE�BODY�SETS�
the federal funds rate, which dictates the cost of short-
term lending among banks. The Fed adjusts the rate 
depending on the health and vitality of the national 
economy.

p� 4HE�3ECONDARY�-ORTGAGE�-ARKET
Lenders sell some of their home loans to mortgage 
investors and government-sponsored enterprises in 
what’s known as the secondary market. These investors 
pool together a bunch of loans into mortgage-backed 
securities or sometimes simply tuck the loans away 
among their holdings. Securities are sold to Wall Street 
INVESTMENT�ÚRMS�AND�OTHERS�
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p� 3UPPLY�AND�$EMAND
Invariably it’s bond market investors who wind up 
shaping interest rates. The rate of return on their bond 
investments, also known as a yield, depends in large 
part on the state of the economy. If the economy is 
booming, that probably means the rate of return will 
be better down the road than at present. That, in turn, 
drives down demand for low-yield loans. And that, in 
turn, means lenders have to increase the rate of return 
to attract investors. They do that, of course, by passing 
on the cost to consumers. Run that whole scenario back-
ward and that’s how interest rates decline.

 So, it’s this swirling free market free-for-all that ultimately helps 
determine interest rates on a given day. Lenders set their rates 
based on what’s happening in the bond market. In particular, 
rates for VA loans are tied to mortgage-backed securities guaran-
teed by Ginnie Mae, the government-owned mortgage purchaser.
 Mortgage lending is a competitive arena. Lenders employ 
folks who spend their days tracking bond prices and economic 
EVENTS� THAT� MIGHT� INÛUENCE� PRICING�� )TmS� HERE�� IN� WHATmS�
essentially the lender’s rate department, that a rate sheet is 
compiled, sometimes more than once a day depending on 
what’s happening in the markets.
� 7ITH�THE�START�OF�THE�DAY��THE�RATE�DEPARTMENT�r�YOU�MIGHT�
HEAR�IT�CALLED�THE�SECONDARY�DEPARTMENT�r�WILL�WATCH�HOW�'INNIE�
Mae bonds fare in the early going and adjust rates accordingly. 
They can shift rates again during the middle and at the end of 
each day depending on the market. Those rates are distribut-
ED�TO�THE�LENDERmS�LOAN�OFÚCERS��)N�TODAYmS�ENVIRONMENT��MANY�
computerized loan programs showcase these rates on screen, 
giving the LO ready access to what’s available.
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� "UT�ITmS�NOT�AS�IF�THEREmS�JUST�ONE�ÛAT�RATE�FOR�ALL�BORROWERS�

Getting a Great Rate
This is where things get tricky.

The reason is that major changes are coming to the mort-
gage industry, the fruits of sweeping legislation that passed in 
2010. And, as of this writing, in early 2011, no one is exactly 
sure what new standards will arise.

What’s coming, in part, is a shift in the way mortgage 
brokers are paid. Government regulators believe the chang-
es will help consumers more accurately compare lenders and 
ELIMINATE�THE�PRACTICE�OF�STEERING�BORROWERS�INTO�LESS�BENEÚCIAL�
loans for the sake of higher broker commissions.

The discussion can quickly become complicated. So, let’s 
start with a basic rundown of how borrowers secure rates and 
how brokers get paid under the soon-to-be altered model.

Yield Spread and the Old Way of Doing Business
"ORROWERS� QUALIFY� FOR� A� CERTAIN� npar rate” at a given lender 
BASED�ON�THEIR�UNIQUE�ÚNANCIAL�AND�CREDIT�SITUATION��9OU�MIGHT�
also hear it called a BASE�RATE.
� "UT� BORROWERS� ARENmT� GOING� TO�HEAR�WORDS� LIKE� nPAR� RATEo�
OR�nBASE�RATEo�FROM�A�PROSPECTIVE�LENDER��)NSTEAD��THEY�WILL�GET�
A�RATE�QUOTE�r�PROBABLY�WELL�ABOVE�THE�TRUE�PAR�RATE�r�THAT�
includes what is essentially a lender’s mark-up.
� !S�WE� TALKED� ABOUT� BEFORE�� ÚNANCIAL� INSTITUTIONS� BUY� AND�
sell loans on the secondary mortgage market. In that market-
place, mortgages with higher interest rates are worth more 
than those with lower rates.

Lenders that get borrowers into interest rates above the 
PAR�RATE�ACTUALLY�GET�COMPENSATED�BY�THE�ÚNANCIAL�INSTITUTION�
behind the loan. That compensation, essentially a rebate, is 
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known as 9IELD�3PREAD�0REMIUM��or Yield Spread, and it’s at 
the heart of these pending regulatory changes.

Let’s stop for a second and look at a sample rate sheet, 
which should help illustrate the concept:

Rate ���$AY ���$AY

7.375 103.415 103.312

7.25 103.359 103.261

7.125 103.124 103.031

7 102.82 102.733

6.875 102.569 102.486

6.75 102.34 102.263

6.625 102.125 102.053

6.5 101.77 101.703

6.375 101.314 101.252

6.25 100.986 100.929

6.125 100.592 100.541

6 100.118 100.072

5.875 99.591 99.55

5.75 99.163 99.128

5.625 98.67 98.64

5.5 98.075 98.05

5.375 97.4 97.38

5.25 96.81 96.795

The 15-day and 30-day headings refer to rate locks, which 
we’ll cover later in this chapter. Most rate locks involve 30-day 
terms, so we’ll focus on that column. In this example, 6 per-
cent is as close as we can get to a true par rate (100.072 at a 
30-day rate lock).

Notice that for every interest rate above 6 percent, there’s 
a corresponding (and higher) rate of compensation, or yield 
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spread. As an example, let’s use this rate sheet and say the bor-
rower wants a $300,000 loan. A lender that quotes a rate of 
6.125 percent stands to make 0.541 percent of the loan amount 
in yield spread. In dollars, that translates to $1,623 ($300,000 
x 0.00541). At 6.5 percent, the yield spread jumps to 1.703, or 
$5,109 ($300,000 x 0.01703).

There’s no hard and fast standard, but consumers can gen-
erally assume, at least under this old structure, that lenders 
are looking to make 2.0 to 2.5 percent in Yield Spread. On a 
$300,000 loan, that’s $6,000. The lender is free to quote the 
borrower any rate on the sheet, but the higher the rate, the 
greater the compensation.
'ENERALLY�� THE� LOAN�OFÚCER�WOULD�GET�A�PERCENTAGE�OF� THE�

total fees earned from the client and the Yield Spread, which 
IS�USUALLY�IN�THE�NEIGHBORHOOD�OF����PERCENT��,OAN�OFÚCERS�ARE�
often responsible for paying their processors, assistants and 
other administrative costs from that commission.

Borrowers don’t pay Yield Spread Premium per se. Finan-
cial institutions that sell home loans to your VA lender are 
responsible for paying that cost. But borrowers wind up paying 
more in the form of a higher rate.

Taking a higher interest rate isn’t necessarily a bad thing. 
Some borrowers may not have the cash on hand to cover 
up-front fees and costs associated with the loan closing. But 
WHATmS�TO�STOP�THE�LOAN�OFÚCER�FROM�QUOTING�A������PERCENT�RATE�
 Nothing, at least in theory.
"UT�THIS�IS�A�HYPER
COMPETITIVE�ARENA��,ENDERS�AND�LOAN�OFÚCERS�

know that most borrowers are shopping around and comparing 
rates. Charging exorbitant rates to rack up huge Yield Spreads 
isn’t much of a strategy for creating competitive advantage. Lend-
ers have to strike an appropriate balance between putting food 
on their tables and catering to the needs of choosy consumers.
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And what about the rates below 6 percent?
 Remember that the par rate is the breakeven point. The 
LOAN�OFÚCER�gets paid for a rate above par but has to pay for a 
RATE�BELOW��.EEDLESS�TO�SAY��LOAN�OFÚCERS�ARENmT�IN�THE�HABIT�OF�
discounting mortgage loans or picking up the tab for a lower 
interest rate.
 But that doesn’t mean the borrower can’t. We’ll cover that 
shortly.
 Otherwise, that’s the broad overview of broker compensa-
tion and how lenders approach interest rates. But this method 
may soon be outdated.

Changes to Broker Compensation and Rates
Understanding Yield Spread and broker compensation is 
important for service members on a couple different levels.
� 4HE�ÚRST� IS� THAT�MORTGAGE� LENDING� IS� A� SPECIALIZED�� SERVICE

oriented business. It’s easy, and sometimes understandable, 
FOR�CONSUMERS�TO�GET�RILED�UP�WHEN�THEY�ÚRST�LEARN�ABOUT�9IELD�
Spread and the concept of compensation. Perhaps our natural 
inclination is to look at mark-ups as something illicit or ill-gained.
"UT�LOAN�OFÚCERS�AND�OTHER�KEY�EMPLOYEES�HAVE�TO�EARN�A�

living, and the longstanding method for compensating indus-
try folks is through commissions. It isn’t a novel concept in the 
world of business. These dedicated people navigate borrowers 
through the sometimes winding process of purchasing a home. 
They certainly deserve to be paid for it.
 There’s been considered discussion during the last few 
years about the best way to structure their compensation. 
Rigorous debate has spurred regulatory changes that will soon 
take effect.

The second reason this is important is more pressing: Vet-
erans and active duty service members will still encounter this 
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method of compensation for the time being.
But things will look different before too long.
Legislative and regulatory changes will eliminate payments 

TO� BROKERS� BASED� ON� THE� PROÚTABILITY� OF� THE� LOAN� AND�� AS� WE�
MENTIONED� EARLIER�� PROHIBIT� LOAN� OFÚCERS� FROM� STEERING� PRO-
spective borrowers into loans with less favorable terms because 
it would boost their pay day.
� ,OAN�OFÚCERS�AND�BROKERS�WILL�LIKELY�BE�PAID�ON�SOME�SORT�
OF�ÛAT�COMMISSION��"UT�MORTGAGE�ÚRMS�AND�FEDERAL�REGULATORS�
are still hashing out all sorts of details and possible procedures. 
The likelihood is that Yield Spread, as least as we’ve known it, 
will disappear.
 What will it all mean for borrowers?
 There isn’t a simple, straightforward answer. But it’s safe 
to say that credit scores and down payments will become even 
more crucial, especially for conventional borrowers. New risk 
retention rules will probably spur the creation of additional 
mortgage products and classes of loans, with the most prized 
AND�SAFEST�LOANS�REQUIRING�SIGNIÚCANT�DOWN�PAYMENTS�

Government-backed loans like FHA and VA loans are 
exempt from some of the new regulations. But veterans and 
active duty service members will need solid credit scores to 
secure the most favorable interest rates and loan terms. That 
MEANS� PAYING� ATTENTION� TO� YOUR� CREDIT� SCORE� AND� YOUR� ÚSCAL�
habits will be even more important in the new age of lending.
 Over time, interest rates will likely level off among lenders 
as a new compensation model takes root. But shopping around 
for the best rate possible will still be imperative. We tend to 
do that on behalf of our customers. But borrowers in general 
should always get at least three rate quotes in order to have a 
worthwhile comparison.



Veterans United Home Loans presents: !e Book on VA LOANS

170

Discount Points
One element of the old order of business that isn’t supposed 
to change is that borrowers can shell out money up front to 
purchase a lower interest rate. This is the concept of paying 
discount points, or a purchasing a PERMANENT�BUYDOWN. A dis-
count point is 1 percent of the total loan amount. One point 
on a $300,000 loan is $3,000.

Lenders are allowed to apply standard fees to most mort-
gage loans. On a VA loan, the lender can charge an origination 
FEE of 1 point plus up to 2 additional discount points (as long 
as the lender isn’t earning Yield Spread).

For an example, let’s return to the sample rate sheet.
Let’s say the lender gave you the option of a 6.25 percent 

rate with no points or a rate of 5.75 percent with 2 points. On 
a $300,000 mortgage, 2 points would cost the borrower $6,000. 
It’s important to note this isn’t a cost that can be rolled into 
the loan. You have to pay points up front. Or the seller can pay.

So are the points worth it? There’s a relatively simple way 
TO�ÚND�OUT�

The monthly mortgage payment (without taxes and insur-
ance) at 6.25 percent is $1,847. At a 5.75 percent interest rate, 
the monthly payment dips to $1,751. That’s a difference of 
$96 per month, which is no small sum for many home buyers, 
especially veterans with families.

Then again, $6,000 isn’t exactly a small sum either. Here’s a 
better way to gauge the investment: Divide the $6,000 in points 
by the $96 in monthly savings. That gives you 62.5, which is the 
NUMBER�OF�MONTHS�IT�WILL�TAKE�YOU�TO�nPAY�OFFo�THOSE�POINTS��3O��
IN�THIS�EXAMPLE��IT�WOULD�TAKE�THE�VETERAN�A�LITTLE�OVER�ÚVE�YEARS�
to recoup that up-front investment.

Paying points isn’t a common occurrence for many military 
home buyers. VA borrowers typically come to the table without 
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the kind of resources it takes to muster a big, one-time payment 
to buy down an interest rate. These are no-down payment loans 
that maximize buying power and help service members with-
OUT�SIGNIÚCANT�ÚNANCIAL�RESOURCES�BECOME�THRIVING�HOMEOWN-
ers. In many cases, coming up with the cash necessary to pay 
points is all but impossible. Veterans who have cash reserves 
can certainly crunch the numbers and consider whether the 
up-front cost of paying points is worth the monthly savings over 
the life of the loan.

Temporary Buydown
Veterans can also pay points to temporarily buy down their 
interest rate. The two most common TEMPORARY�BUYDOWNS are 
the 3-2-1 buydown and the 2-1 buydown.

With a 3-2-1 buydown, the borrower’s interest rate drops 
��PERCENT�BELOW�THE�NOTE�RATE�FOR�THE�ÚRST�YEAR����PERCENT�FOR�
the second year and 1 percent for the third year. The start of 
THE�FOURTH�YEAR�MARKS� THE�ÚRST�YEAR� THE�BORROWER�PAYS�AT� THE�
regular, full note rate.

Temporary buydowns can be a good option for borrowers 
on the edge. A lower initial interest rate means borrowers have 
more cash to pay down debt or take other steps to strengthen 
THEIR�ÚNANCIAL�POSITION��4HAT�EXTRA�INCOME�CAN�ALSO�ALLOW�BOR-
rowers with a higher debt-to-income ratio to qualify for a home 
they might not otherwise be able to land.

Of course, temporary buydowns come with a cost. Here’s a 
quick example of how to calculate it.

Let’s assume you’re considering a 2-1 buy down on a 30-year, 
$200,000 mortgage at 6.5 percent interest. Find an online 
mortgage calculator that gives you a full amortization break-
down for your loan. Brett Whissel maintains an excellent one 
at http://www.bretwhissel.net/cgi-bin/amortize. Plug in the 
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NUMBERS�AND�ADD�UP�HOW�MUCH�INTEREST�YOUmLL�PAY�IN�THE�ÚRST�
year (at 4.5 percent), in the second year (at 5.5 percent) and in 
the third and remaining years (at 6.5 percent). It should look 
something like this:

Interest Rate Interest Costs

4.5 percent $8,934

5.5 percent $10,932

6.5 percent $12,934

After just a quick glance, you can already see that the lender 
is losing money by allowing you to buy down the rate for the 
ÚRST�TWO�YEARS��!�BORROWER�WITH�A�REGULAR�ÚXED
RATE�MORTGAGE�
AT�����PERCENT�WOULD�PAY���������DURING�THOSE�ÚRST�TWO�YEARS��
Instead, with a temporary buy down the borrower is paying 
only $19,866 in interest ($8,934 + $10,932). Here’s where the 
cost to the borrower comes in.

Looking at the numbers, the lender effectively loses out on 
$5,852 in interest because of the temporary buydown ($25,718-
19,866).

But lenders don’t like to lose money. So they take that dif-
ference ($5,852) and divide it into the overall loan amount 
(which, in this case, is $200,000). That gives you 0.2926, which 
becomes 2.93 points that the borrower has to pay the lender 
to receive the buydown. On a $200,000 loan, that comes out to 
$5,840 that the borrower has to come up with to close the loan.

Borrowers without that kind of cash on hand can ask the 
lender to kick up the interest rate a bit and roll those costs into 
the life of the loan.
%ITHER�WAY��ITmS�NOT�AS�IF�THE�BORROWER�IS�GETTING�A�HUGE�ÚNAN-

cial break with a buydown. They still pay. It’s just a question of 
how and when.



Loan proCessing,  rates and Costs

173

Negotiating a Rate
Now you’re armed with a basic understanding of how rates and 
costs work. The question then becomes: What can I do with it?

You can’t call up a lender and order a rate. It’s not exactly 
a drive-through window. Veterans and active duty service mem-
bers should take the time to shop around and compare rates. 
While individual lenders aren’t going to give you the par rate, 
you can probably come up with a pretty good sense of it by 
gathering enough quotes. Feel free to push and prod when 
necessary. Remember that companies compete on rates and 
use that to your advantage.
"E� SPECIÚC�WHEN�PUTTING� THE�QUESTION� TO�MORTGAGE� FOLKS��

)NSTEAD�OF�ASKING��n7HAT�ARE�YOUR�RATES�TODAY�o�BE�MORE�POINT-
ED��n7HAT�IS�TODAYmS�RATE�ON�A���
YEAR�ÚXED
RATE�6!�LOAN�WITH�NO�
buydown points?”
� ,OOK� FOR�ANY� INCH�OF� LEVERAGE�YOU�CAN�ÚND�� )F�YOUmVE�GOT�
great credit, this is the time to trumpet your top-tier score. Does 
Lender X have a better rate or lower up-front fees? Be sure to 
point that out to Lenders Y and Z. Some lenders are willing to 
COME�DOWN�AND�MEET�COMPETITORS�ON�PRICES�AND�FEES�r�AND�
EVEN�EXCEED�THEM�r�IN�A�TOUGH�MARKET�
 Be sure to compare the Annual Percentage Rate as well as 
the interest rate when you’re soliciting quotes. Any points the 
LOAN�OFÚCER�EARNS�ON�THE�TRANSACTION�WILL�BE�LISTED�IN�THE�'OOD�
Faith Estimate, which we’ll revisit in the next chapter.
 The odds are you’ll never know for certain how close your 
quote is to the par rate. But if you take the time to get multiple 
QUOTES��YOUmLL�HAVE�A�BETTER�SENSE�OF�WHETHER�THE�LOAN�OFÚCER�IS�
needlessly jacking up your rate to boost his Yield Spread.

There’s another option for folks who would rather avoid the 
phone calls, the homework and the potential haggling. Retail 
banks, credit unions and similar lending institutions tend to 
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OPERATE�ON�A�NON
NEGOTIABLE�LEVEL��4HEY�OFFER�BORROWERS�A�ÛAT��
take-it-or-leave-it retail rate, which is typically higher than what 
you’re able to get elsewhere. But not always.
 The only hitch here is that VA loans can’t be issued by just any 
INSTITUTION��6ETERANS�INTERESTED�IN�SECURING�ÚNANCING�THROUGH�A�
neighborhood bank or similar retail outlet need to make sure 
it’s approved by the VA. And don’t let an institution that isn’t 
VA-approved try to talk you out of using your VA entitlement. No 
matter the sales pitch, there isn’t another lending program that 
GIVES�VETERANS�THIS�MUCH�ÚNANCIAL�ÛEXIBILITY�AND�BUYING�POWER�

Conventional Rates v. VA Rates
Way back in Chapter One, we declared that VA loans represent 
A�BETTER�ÚNANCIAL�ÚT�FOR�THE�VAST�MAJORITY�OF�MILITARY�BORROWERS��
&OLKS�ON�THE�CONVENTIONAL�ÚNANCING�SIDE�OF�THE�AISLE�MIGHT�BEG�
to differ and point out that some military borrowers can get a 
lower base rate on a conventional loan.
 But that’s rarely the whole story.
 It’s certainly true that conventional base rates can be lower 
THAN�6!�RATES��"UT�THE�BORROWERmS�ÚNAL�RATE�DOESNmT�USUALLY�STAY�
low for long. And that’s because conventional mortgage lend-
ers have to pay a premium on the loans they purchase from 
the secondary mortgage market. This premium is known as a 
loan-to-value adjustment, and it’s essentially a fee based on a 
borrower’s credit score and down payment.

Borrowers with excellent credit and a sizable down pay-
ment may cost the lender a small adjustment, if at all. There’s 
often no adjustment for borrowers with a credit score of 740 
or higher. The same goes for borrowers with sizable down pay-
ments. So a veteran with those kinds of credentials might snare 
an interest rate equivalent to a VA rate and, more importantly, 
avoid paying the VA Funding Fee.
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 But not every borrower has top-tier credit and a down pay-
ment nest egg. So once those adjustments are factored in, con-
ventional lenders will typically offer the borrower a higher in-
terest rate in order to recoup what they paid in adjustments.

Locking a Rate
,OAN�OFÚCERS�WILL�TALK�A�LOT�AT�THE�OUTSET�ABOUT�LOCKING�INTO�A�
great rate. But what exactly does that mean?
 Well, it’s not just an expression. A rate lock is a legal commit-
MENT�THAT�BINDS�A�BORROWER�TO�A�SPECIÚC�INTEREST�RATE��"ORROWERS�
can typically lock their interest rate as soon as they sign a pur-
CHASE�AGREEMENT�AND�UP�TO�ÚVE�DAYS�BEFORE�THE� LOAN�CLOSING��
2ATE�LOCKS�ARE�GOOD�FOR�SPECIÚC�BLOCKS�OF�TIME��4HE�MOST�COM-
mon lock periods are for 15 days, 30 days, 45 days and 60 days.
 Getting locked into an interest rate is a serious step. It can 
also prove to be a savvy and wise decision if interest rates climb 
as your closing date nears.
 There’s no mathematical formula or chart to consult to 
help veterans determine when they should lock an interest 
rate. Just as rates can climb before a closing, they can also fall. 
Talk about a frustrating feeling.
 This is another area where having a trusted lender is key. So 
is doing some homework on your own. Look at how rates have 
performed the previous few months. Dig around online and 
garner predictions and information from credible outlets about 
what rates are likely to do in the coming weeks and months.
 You’ve ultimately got two choices: Lock or ÛOAT�� 4O� ÛOAT�
means you’re going to hold off and watch rates as your closing 
nears. Some lenders will charge borrowers to lock in a rate, espe-
cially if it’s for a lock term beyond 30 days. But not every lender 
charges a LOCK�FEE��)TmS�A�GOOD�QUESTION�TO�ASK�YOUR�LOAN�OFÚCER�UP�
front.
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� "ORROWERS�WHO�DECIDE�TO�ÛOAT�CAN�COUNT�ON�A�GOOD� LOAN�
OFÚCER� KEEPING� THEM� ABREAST� OF� RATE� NEWS� AND� PREDICTIONS��
LOs who sense that rates are on the verge of rising will usually 
contact their borrowers to let them know it might be time to 
LOCK��/THER� TIMES�� BORROWERS�BASICALLY� GIVE� THEIR� LOAN�OFÚCER�
the freedom to lock a rate at his or her discretion, typically 
when rates appear headed for a notable increase.
 No matter what, getting something in writing is crucial 
when it comes to rate locks. Conversations and oral commit-
ments are about as useful as an umbrella in a hurricane. Once 
YOU�DECIDE�ON�A�RATE��YOU�SHOULD�RECEIVE�WRITTEN�CONÚRMATION�
that includes all the pertinent information you need: the rate, 
the dates and length of the lock, any fees and points and any-
THING� ELSE� THATmS� RELEVANT� TO� YOUR� LOAN�� #HECK� THE� ÚNE� PRINT�
with these rate commitments, too. Make sure the lender hasn’t 
included any shady provisions that allow it to increase the rate 
or toss out the rate lock entirely. Borrowers can also purchase 
extensions on their rate locks if delays occurring during the 
closing process. Rate lock extensions usually come with a mini-
mal cost that, again, depends on the duration.
 Now, you might have to agree to a rate cap depending on 
the lender. Some borrowers would certainly argue that these 
are shady provisions by another name. But rate caps are rela-
tively common tools that lenders use to insulate themselves. 
Basically, a rate cap gives the lender the right to give you a 
slightly higher interest rate if they rise before your closing.

New laws passed in 2010 require full disclosure to the bor-
rower if the rate changes by more than an eighth of a point 
from the time of initial disclosure to closing.
 You can also try to get an option added to your rate lock 
commitment that allows you to take advantage of a decrease 
in rates. Not all lenders allow these conditional commitments, 
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and those that do tend to charge a premium for the service. 
!ND��IN�SOME�CASES��THIS�OPTION�CAN�BACKÚRE�ON�A�BORROWER�IF�
rates increase.

Any talk about rate locks inevitably leads to a single word: 
When?
 Unfortunately, it doesn’t come with a one-word answer. 
Obsessing over a rate lock can drive borrowers crazy. It’s tough 
ON�LOAN�OFÚCERS��TOO�

Be an informed consumer. Stay in constant contact with your 
LOAN�OFÚCER��/THER�THAN�THAT��WHEN�TO�LOCK�YOUR�RATE�DEPENDS�
on a host of factors that are often unique to the individual 
BUYER��,OOK�AT�YOUR�ÚNANCES�AND�CRUNCH�THE�NUMBERS�ON�AN�
ARRAY�OF� INTEREST�RATES��9OU�MIGHT�DECIDE�ITmS�WORTH�ÛOATING�IF�
interest rates appear to be headed down (and you can afford a 
slightly higher payment if they don’t).
 Perhaps the best advice is simple common sense: Lock when 
you’re completely comfortable with the rate environment and 
don’t look back. Second guessing and obsessing isn’t going to 
help anyone, and the days and weeks leading to a home clos-
ing can be stressful enough as it is. If something weird hap-
PENS�AND�RATES�TAKE�A�HUGE�NOSEDIVE��CALL�YOUR�LOAN�OFÚCER�FOR�A�
frank discussion. There’s no guarantee they’ll cut you a break, 
mainly because you’re cutting into their commission.
 One tactic that isn’t recommended: Abandoning ship for 
another lender. It’s a risky, last-minute gambit that could cost 
you that dream home. It would likely jeopardize your closing 
and any good will you established with the seller. Your credit 
score might also take a hit when a new lender pulls your credit.

Borrowers certainly do it from time to time if the rate drop 
is that dramatic. But it’s an incredibly risky move that could 
delay, if not completely derail, your home purchase.
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Fixed v. ARM
Borrowers have to consider more than just discount points and 
rate locks. One of the most important elements is the type of loan.
 In all but a few instances, a ÚXED
RATE�LOAN is going to rep-
resent the safest and most reliable option for veterans and 
active duty service members. Fixed-rate loans have a set-in-stone 
interest rate for the duration of the term. The most common 
ÚXED
RATE�TERM�IS�THE�LONG�HAUL�����YEARS��"UT�BORROWERS�CAN�OPT�
for the shorter, 15-year term and typically land a slightly lower in-
terest rate. A shorter term also means higher monthly payments.
 Here’s a quick example. The monthly mortgage payment 
ON�A���
YEAR��ÚXED�LOAN�AT����������AND������PERCENT�IS�ABOUT�
$1,750. Drop the loan term to 15 years and that payment jumps 
to $2,491, an increase of almost $750 per month. That’s a tre-
mendous difference for most working families.
 But there is another path for veterans who are bent on pay-
ing off their mortgage before the 30-year mark. We touched 
on it earlier in this chapter, but it’s worth revisiting. One of 
THE�MOST�UNDERRATED�BENEÚTS�OF�THE�6!�LOAN�IS�THE�BORROWERmS�
ability to prepay without penalty. In layman’s terms, that means 
you can make additional payments to your principal each 
month on top of your regular mortgage payment.
� 4HOSE�EXTRA�PAYMENTS� CAN�QUICKLY� ADD�UP�AND�ARTIÚCIALLY�
shorten your loan term and the interest you pay over the life of 
the loan. Here’s another example, and let’s stick with the same 
TERMS��A���
YEAR�ÚXED
RATE����������MORTGAGE�AT������PERCENT�
interest. In this case, a veteran who can scrounge up an 
additional $300 each month will shave nine years and almost 
$113,000 from the life of the mortgage.
� !�ÚXED
RATE�MORTGAGE�IS�AS�CLOSE�TO�CERTAINTY�AS�MOST�BOR-
rowers can get. It’s also far and away the preferred vehicle for 
veterans and military borrowers using a VA loan.
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 That isn’t to say that an ADJUSTABLE
RATE�MORTGAGE is out of 
THE�QUESTION��!2-S�CAN�REPRESENT�A�SMART�ÚNANCIAL�OPPORTU-
nity under the right set of circumstances. These are mortgages 
that can experience an interest rate hike based on what’s hap-
pening in the greater economic landscape.
 Rates on most ARMs can change once a year, and they’re 
tied to a couple different economic indices, the most common 
being the one-year Treasury bill index. The way it typically 
works is that a borrower gets an ARM at a low initial rate, may-
BE�A�POINT�OR�EVEN�TWO�BELOW�AVERAGE�ÚXED�RATES��4HAT�RATE�WILL�
remain constant for a pre-determined period of time. Once 
that period expires, a new rate is calculated annually based on 
the Treasury index. Lenders will also add on percentage points 
in what’s known as the margin.
 Most ARMs come with an interest rate cap that protects 
borrowers against an astronomical rate hike.
 Today, the most common ARM for VA borrowers is ei-
THER�A�����OR�����(YBRID��4HE�BORROWER�GETS�A�ÚXED�INTEREST�
RATE�FOR�THE�ÚRST� THREE�OR�ÚVE�YEARS�OF� THE� LOAN�TERM��HENCE��
THE�nHYBRIDo�IN�THE�TITLE	��&OR�A�����(YBRID�!2-, the interest 
rate after that initial term can increase 1 percentage point 
each year. The interest rate increase over the life of the loan is 
capped at 5 percentage points.

For a 5/1 Hybrid ARM, the interest rate can increase 
2 points annually with a 6 percent cap over the life of the loan.
� !�LOW�INTEREST�RATE�DURING�THOSE�ÚRST�FEW�YEARS�CAN�MAKE�A�
huge difference for veterans who might need cash to pay off 
other debts or obligations. ARMs are also a potential option for 
service members who only plan to stay in their homes for three 
TO�ÚVE�YEARS��4HE�HYBRID�!2-�OPTIONS�ARE�A�MUCH�SAFER�ROUTE�
THAN�SOME�TRADITIONAL�!2-S��WHICH�CAN�COME�WITH�SIGNIÚCANT�
rate increases that shell shock borrowers.
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 Not every VA-approved lender offers ARMs. Many states 
require lenders to have additional compliance disclosures and 
counseling initiatives in order to satisfy government require-
ments. For years, predatory lenders took advantage of conven-
tional borrowers using risky ARMs. States in recent years have 
enacted new restrictions and laws that have boosted consumer 
protection but also limited competition for these loans in some 
locations.
� )N� TERMS� OF� DECIDING� BETWEEN� A� ÚXED
RATE�MORTGAGE� AND�
AN� !2-�� CONSIDER� YOUR� UNIQUE� ÚNANCIAL� SITUATION� AND� WHAT�
you can afford. If you’re planning to move in a few years or 
expecting a big salary increase, a hybrid ARM may be the right 
option. Veterans who crave more stability and certainty may 
want to play it safer and stick with the set-in-stone rate.

Other Mortgage Types
Fixed-rate and adjustable-rate mortgages are the most com-
monly known, but they’re not the only options veterans and 
active duty military members have to choose from. We’ll look at 
three in particular: Graduated Payment Mortgages, or GPMs; 
'ROWING� %QUITY� -ORTGAGES�� OR� '%-S�� AND� %NERGY� %FÚCIENT�
Mortgages, or EEMs.
 A 'RADUATED�0AYMENT�-ORTGAGE�IS�A�SPECIALIZED��ÚXED
RATE�
loan geared toward borrowers who plan to see an increase in 
income as homeownership progresses. Borrowers with a GPM 
begin by paying lower monthly mortgage payments than other 
BORROWERS�WITH�A�ÚXED
RATE�MORTGAGE�BUT�SEE�A�GRADUAL�INCREASE�
in costs for a given time period.

Loan payments for VA borrowers increase at a rate of 
����PERCENT�EACH�YEAR�FOR�THE�ÚRST�ÚVE�YEARS�OF�THE�LOAN�TERM��
They then level off with the start of year No. 6 and stay at that 
plateau for the remainder of the loan.
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In the civilian world, young professionals who anticipate 
A� SIGNIÚCANT� BOOST� IN� EARNINGS� OVER� TIME� OFTEN� EXPRESS� AN�
interest in GPMs. If there’s a shred of doubt about your ability 
to handle higher payments down the road, a GPM may not 
be the best option. They’re slightly more predictable than 
ARMs because the rate of increase is hammered out before the 
borrower closes on the loan.

It’s worth noting that veterans can’t get a temporary buy-
DOWN�WITH�A�'0-��4HESE�ALSO�CANmT�BE�USED�TO�REÚNANCE�A�LOAN�
�WEmLL�COVER�REÚNANCE�LOANS�IN�THE�NEXT�CHAPTER	�

A second cousin to the GPM is the GEM, or 'ROWING�%QUITY�
Mortgage��4HIS�IS�ANOTHER�ÚXED
RATE�MORTGAGE�WITH�PAYMENTS�
that increase over time. But in this case, the extra payments are 
applied directly to the loan principal. These extra payments 
mean borrowers build equity faster and often pay off a 30-year 
mortgage in half the time.
-ONTHLY� PAYMENTS� ON� A�'%-� ARE� TIED� TO� A� ÚXED� RATE� OF�

INCREASE����PERCENT�EACH�YEAR�FOR� THE�ÚRST����YEARS	�OR� TO�AN�
economic index. While they may seem nearly identical, there 
are two major differences between a GPM and a GEM.

With a Graduated Payment Mortgage, the monthly pay-
ments can be so low that they don’t quite cover the interest 
that’s accrued during that period. That unpaid interest gets 
added to the loan balance and ultimately boosts the total 
AMOUNT�YOU�OWE��-ORTGAGE�AND�ÚNANCIAL�FOLKS�CALL�THIS�negative 
amortization. It isn’t necessarily a problem, but it’s certainly 
something that veterans and active duty borrowers need to 
think about when considering a GPM. Veterans who stay in 
their homes long enough will see this process basically reverse 
and erase that built-up interest in time to hit the loan’s target 
payoff date. That’s sort of the bargain borrowers have to strike 
with a GPM. The loan winds up costing more because of the 
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negative amortization, but those low initial payments mean 
they can afford to get into a home sooner.

The second major difference is a big one for VA borrow-
ers in particular. Because of the way they’re structured, GPMs 
require veterans to contribute a down payment. The reason 
is because of that negative amortization. The added expense 
makes the cost of the home greater than what’s indicated in 
the Notice of Value, which is a big no-no. The government 
keeps charts and tables that help borrowers calculate the down 
payment required for their particular GPM.

The third alternative loan type is the %NERGY� %FÚCIENT�
Mortgage, or EEM. This is a specialized mortgage that allows vet-
ERANS�TO�MAKE�ENERGY
EFÚCIENT�IMPROVEMENTS�TO�A�HOME�THEYmRE�
PURCHASING�OR�REÚNANCING��!N�%%-�CAN�BE�A�SOLID�INVESTMENT�
for veterans and their families, especially those planning to 
stay in the home for a while. Spending money at the outset on 
energy improvements can ultimately lower heating, cooling 
and other related energy costs for years to come. That monthly 
savings can be funneled into additional payments to the mort-
gage principal or dozens of other household necessities.
6ETERANS�CANmT�USE�AN�%%-�TO�INSTALL�AN�ENERGY
EFÚCIENT�SWIM-

ming pool or make cosmetic upgrades to the property. But there 
are more than a dozen acceptable improvements, including:
p� Thermal windows and doors
p� )NSULATION�FOR�WALLS��CEILINGS��ATTICS��ÛOORS�AND�WATER�HEATERS
p� Solar heating and cooling systems
p� &URNACE�MODIÚCATIONS��BUT�NOT�AN�ENTIRELY�NEW�FURNACE	
p� Heat pumps
p� Vapor barriers

There’s standard language on all Notices of Value that 
EXPLAINS�TO�VETERANS�THEIR�ABILITY�TO�SECURE�AN�%NERGY�%FÚCIENT�
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Mortgage. That same section also notes that the buyer may 
want to consider paying for a home energy audit, a key step 
that kick-starts the process.
 EEMs allow the lender to tack on $3,000 to the loan amount 
as long as the veteran can verify the cost of improvements 
through bids, contracts and other documents. For veterans 
who want to spend from $3,000 to $6,000 on improvements, 
the lender has to make sure the energy improvements gen-
erate enough savings to offset the new, higher monthly mort-
gage payment. In other words, it makes no sense to boost your 
monthly payment by $150 if the energy improvements only 
save you $15 in utility costs.

Improvements that cost more than $6,000 require special 
consideration by the lender and the VA. This is a relatively rare 
occurrence.
 The veteran typically has six months after closing to get 
THE� IMPROVEMENTS� COMPLETED�� 3MALL� ÚXES� CAN�BE� TAKEN� CARE�
of before closing, otherwise the lender may decide to open an 
escrow account for the improvement funding.
 EEMs aren’t exceptionally common with VA loans. Veterans 
can check with their local utility companies to see if there are 
FREE�OR�REDUCED
COST�ENERGY�AUDITS�AVAILABLE��0RIVATE�ÚRMS�MAY�
also offer discounts for military members, veterans and their 
families. As with any in-home service like this, make sure you 
hire a legitimate company with a proven track record.

Closing Costs
'OVERNMENTAL� AND� INDUSTRY� OFÚCIALS� HAVE� WORKED� DILIGENTLY�
OVER�THE�LAST�FEW�DECADES�TO�ENSURE�BORROWERS�DONmT�GET�ÛEECED�
by unscrupulous lenders. Fees, costs and charges shouldn’t 
be a mystery to borrowers. But there’s a sordid history of bait-
and-switch tactics and under-the-table kickbacks that spring 
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unexpected costs on home buyers just before their deal gets 
done.
 Thankfully, those days are over, mostly because of new 
regulations and updated disclosure rules regarding fees and 
charges. There are always going to be costs and fees associated 
WITH�YOUR� LOAN��,OAN�OFÚCERS�� LOAN�PROCESSORS��RECEPTIONISTS��
executives and anyone else who works for a mortgage compa-
ny expects to get paid. But home buyers have a right to know, 
up front, exactly how much they’re expected to pay and for 
what.

To that end, the U.S. Department of Housing and Urban 
Development recently decided to try and streamline the dis-
closure process for fees, costs and charges. The changes took 
effect in January 2010 and involve the Good Faith Estimate and 
its counterpart, the (5$
��SETTLEMENT�STATEMENT.

As we talked about earlier, the Good Faith Estimate is an 
estimate of the costs and fees associated with your loan. A 
lender has three days to provide you with a GFE once you have 
a purchase agreement. But this is simply an estimate, and the 
costs aren’t written in stone.

On the other hand, the HUD-1 comes at the end of your 
JOURNEY�� JUST� BEFORE� THE� LOAN� CLOSING��4HIS� STATEMENT� REÛECTS�
the costs and fees you will be paying. These are set in stone. 
Beyond that, the updated versions of these documents put a 
premium on comprehension. Terms and concepts remain the 
same throughout so borrowers can make realistic compari-
sons. There are some fees and charges that can’t change from 
the GFE to the HUD-1.

The VA limits what veterans can pay in closing costs to 
REASONABLE�DISCOUNT�POINTS�� THAT�ÛAT���PERCENT�CHARGE�BY�THE�
lender and other reasonable and standard fees and charges 
designated by the VA.
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Those reasonable fees and charges can include things like 
VA appraisals, credit reports, title and insurance and prepaid 
ITEMS�LIKE�TAXES�AND�ASSESSMENTS��4HE�LENDERmS�ÛAT�FEE�IS�MEANT�
to help them recoup costs they can’t itemize as fees and 
charges, and there’s a laundry list of things the lender cannot 
charge you for individually. Instead, the lender has to use that 
��PERCENT�ÛAT�FEE�TO�COVER�THINGS�SUCH�AS�
p� Their own inspection and appraisals
p� Document prep costs
p� Interest rate lock fees
p� Notary costs
p� Processing fees
p� Loan closing costs
p� And more

You can already get a feel for the array of costs by looking at 
the Initial Fees Worksheet that comes in your loan application 
packet. Now, we’ll take a closer look at the Good Faith Estimate, 
a three-page document that brings all of that information up 
to date.

Good Faith Estimate
As clear and straightforward as it looks, there has been much 
consternation and controversy surrounding this document, at 
least in mortgage industry circles. This version became standard 
on Jan. 1, 2010, replacing a decades-old design that had long 
outlived its usefulness. Confusion and uncertainty reigned in 
the buildup to the unveiling. Mortgage insiders worried that 
the new document actually made things more confusing and 
DIFÚCULT� FOR� INDUSTRY� FOLKS�� WHICH� COULD� HAVE�MAJOR� IMPLICA-
tions for borrower and lenders. So far, though, it seems most 
of the hubbub was hot air.
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The new, more streamlined GFE was designed to make 
it easier for borrowers to understand fees and charges and 
effectively compare them against competing offers. And, by 
most accounts, that’s exactly what it’s done.

We’ll quickly go over the most important sections, one page 
AT�A�TIME��4HE�ÚRST�PAGE�OF�THE�'&%�PROVIDES�BORROWERS�WITH�A�
more high-level snapshot of their lending and fee situation. It 
includes information on how long the interest rate is available 
and how rate locks will affect your window to settle.

Here’s a look at the big stuff from Page 1:

This is the loan summary. It spells out the terms of your 
loan, your interest rate and other key information. Unless 
you’re pursuing an adjustable-rate mortgage, all of the ques-
TIONS�SHOULD�BE�CHECKED�n.O�o

Escrow is the money set aside to pay for future homeowner’s 
insurance premiums and real estate taxes. This section details 
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exactly how much, if any, the borrower should set aside in 
escrow.

4HIS�IS�THE�ÚRST�TIME�YOU�SEE�A�TOTAL�ESTIMATE�OF�YOUR�CLOSING�
costs. It’s still an estimate at this point, as some charges are subject 
to change (we’ll talk about that shortly). Field A represents the 
origination charge, which is the fee the lender charges for procur-
ing the loan. This charge has to be separated out from the others. 
There’s a whole lot more that goes into Field B, which is the sum 
of a host of charges and fees. Added together they represent an 
ESTIMATE�r�MADE��OF�COURSE��IN�GOOD�FAITH�r�OF�YOUR�CLOSING�COSTS�

Now, on to Page 2. This is where the detail comes in.

4HIS�ÚRST� SECTION�RELATES�EXPLICITLY� TO� THE� LENDERmS�ORIGINA-
tion charge. Borrowers who are paying points will be able to 
track those exact costs. The origination charge cannot change 
between the time you get the GFE and your loan closing. 
Neither can the amount you pay for points once you’ve locked 
in your interest rate.



Veterans United Home Loans presents: !e Book on VA LOANS

188

 The second section is the beast of the pair. But it’s a far 
SIGHT�BETTER�THAN�THE�OLD�'&%��4HE�ÚRST�PART��WHICH�IS�CONSID-
ered No. 3, is for charges that the lender requires in order to 
issue a loan, such as the VA Funding Fee, appraisal fees and, if 
necessary, appraisal re-inspection costs.
 The next two parts, Nos. 4-5, relate to title information. 
Borrowers can shop around for title services and insurance. 
4HE�NUMBER�HERE�WILL�BE�AN�ESTIMATE�THAT�REÛECTS�RATES�FOR�A�
TITLE�ÚRM�RECOMMENDED�BY�THE�LENDER�
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 The rest are relatively self-explanatory, which, again, is a 
TESTAMENT�TO�THE�READABILITY�OF�THE�NEW�'&%��4HE�n$AILY�INTER-
est charges” is more important than many borrowers realize. 
It also explains why so many borrowers look to close on their 
homes at the end of each month rather than the beginning. 
The reason is because you pay a mortgage in arrears. That is, 
when Month 2 starts, you write a check to pay for the privilege 
of having lived in your home during Month 1. Borrowers are 
on the hook for prepaid interest costs from the time they sign 
THE�CLOSING�PAPERS�UNTIL�THE�ÚRST�DAY�OF�THE�NEXT�MONTH��4HEIR�
ÚRST�MONTHmS� PAYMENT� IS� ESSENTIALLY� THOSE� PREPAID� COSTS� PAID�
at the time of closing. So, if you can close at the end of June, 
you’ll pay just a few days worth of interest costs and not write a 
check again until the beginning of August.

For example, on a $350,000 mortgage at 30 years and 5.25 
percent, the per diem charge would be about $49. Closing on 
*UNE���� LEAVES� JUST�A�ÚVE
DAY�WINDOW�OF� INTEREST�CHARGES� FOR�
the veteran to cover. Five days times $49 per day comes out 
to $245 the borrower must come up with at closing. On the 
other hand, the veteran who closes on June 5 has to come up 
with 25 days worth of prepaid interest costs, or $1,225 (25 x 
����DAY	��4HATmS�A�SIGNIÚCANT�DIFFERENCE�AND�THE�MAIN�REASON�
why so many borrowers try to close toward the end of the 
month.
 Now, this isn’t exactly a secret, which means scores of bor-
rowers are hoping for a late-month closing date. Some months 
are typically busier than others, but it’s always a good idea 
to scale back. Closing on the last day of the month invites 
major headaches if something goes wrong with your closing 
paperwork. And then you’re stuck somewhere you really don’t 
want to be. A couple days before the end of the month usu-
ally provides a comfortable enough window that lenders can 
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correct problems and take care of last-minute issues while still 
saving the borrower a good deal of money.
 The last line, No. 11, gives the borrower a good idea of 
the monthly cost for HOMEOWNERmS� INSURANCE. Most lenders 
mandate that borrowers obtain insurance to at least cover the 
amount owed on the property.
 The third page of the GFE is all about making comparisons. 
4HE�ÚRST�SECTION�EXPLAINS�TO�THE�BORROWER�WHICH�CHARGES�CAN�
and cannot increase at the time of the loan closing. Here’s a 
look:

 The next part is what the government has come to call a 
nTRADEOFF� TABLE�o�%SSENTIALLY�� ITmS� A�BREAKDOWN� THAT�ALLOWS�BOR-
rowers to see how costs change if they take a higher interest 
rate to enable their lender to pay closing costs or if they decide 
to buy down the interest rate.
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� 4HE�THIRD�AND�ÚNAL�SECTION�IS�CALLED�THE�nSHOPPING�CHART�o�
not to be confused with shopping cart. Although one can cer-
tainly make a case. This is a consumer-focused tool meant to 
aid in comparative shopping. Here’s a look at the chart:

 Again, it’s certainly a good idea to be cost-conscious and 
shop around when the time comes to purchase a home. This is 
A�MAJOR�INVESTMENT�WITH�LIFE
LONG�ÚNANCIAL�REPERCUSSIONS��4HIS�
chart was crafted to make it easier to compare the rates, terms 
and conditions of multiple loan offers. But veterans should not 
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expect to see a Good Faith Estimate until they have a purchase 
agreement in hand. That’s why we issue borrowers that Initial 
Fees Worksheet mentioned in Chapter 2. That worksheet is 
essentially the old GFE and gives borrowers a pretty good idea 
of costs and charges in the early going.
 New regulations mean lenders must disclose GFEs down 
to the dime when it comes to loan terms, amounts and rates. 
Many of the fees cannot vary, but some can as long as there 
IS� AN� ACCEPTABLE� nCHANGE� OF� CIRCUMSTANCEo� AND� THE� '&%� IS�
re-disclosed to the borrower.
 Some acceptable changes include circumstances like a 
change of property or a borrower requesting a lower rate, 
which leads to higher fees. Essentially, as long as it’s legitimate 
and the borrower is made aware, some GFE fees can change. 
But the bulk will not.

It’s also important for veterans to understand some of the 
limitations and omissions that are part of the new Good Faith 
Estimate. For example, the new GFE does not give borrow-
ers an estimate of the total amount of cash they will need 
on hand to close their loan, only the total estimated settle-
MENT�CHARGES��4HOSE�TWO�ÚGURES�CAN�VARY�GREATLY��SOMETIMES�
by more than $10,000. The new GFE also fails to include 
an estimate of the borrower’s total monthly PITI payment, 
which includes the mortgage principal along with insurance, 
taxes and escrow. There’s also nothing in there about seller-
ÚNANCED�CLOSING�COSTS��WHICH�IS�A�BIG�DEAL�IN�THE�WORLD�OF�6!�
loans.
 Now, in many cases lenders themselves will supplement the 
GFE with additional documents to help borrowers get a more 
HOLISTIC�ÚNANCIAL�PICTURE��"UT�ITmS�UP�TO�THE�INDIVIDUAL�LENDER�
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HUD-1 Settlement Statement
The Good Faith Estimate wasn’t the only important lending 
document to get a makeover in recent years. Government 
OFÚCIALS� ALSO�DECIDED� TO� REVAMP� THE�(5$
�� SETTLEMENT� STATE-
ment to help boost consumer understanding and comparative 
shopping.
 The original HUD-1 grew out of the Real Estate Settlement 
and Procedures Act that passed in 1974. At the time, there 
wasn’t a standard document that clearly spelled out closing 
AND� SETTLEMENT�COSTS� FOR�BORROWERS��4HAT�MADE� IT�DIFÚCULT� TO�
compare loans and to determine whether the mortgage was 
padded with unnecessary costs.
 After 36 years, the original HUD-1 was replaced in 2010 by 
a new, three-page model. Much like the new GFE, there’s been 
mixed reviews about the new settlement statement, although it 
often depends on who you ask and on which side of the trans-
action they sit.
 The settlement statement is designed to give consumers a 
detailed accounting of the pending transaction, from closing 
costs to how much both the seller and the buyer shell out and 
RECEIVE��7EmLL�BRIEÛY�TAKE�A� LOOK�AT�EACH�PAGE�TO�GIVE�YOU�AN�
idea of what awaits:
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 The primary focus of page 1 is to show consumers both 
sides of the transaction. Borrowers see their total settlement 
CHARGES�AND�THEIR�ÚNAL�PAYMENT�AMOUNT��4HEY�ALSO�GET�TO�SEE�
what the seller is making on the deal. Section 300 details how 
much cash, if any, the borrower has to bring to the closing 
table. For many VA borrowers, this section will simply show that 
they’re getting back their earnest money.
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 The second page delves deeper into the borrower’s total 
settlement charges. There’s a simple reference on the relevant 
lines that shows consumers how the charge on the HUD-1 cor-
responds to the Good Faith Estimate. In Section 700, you see 
exactly how much the real estate agents are making on the 
transaction, a sum that’s going to come from the seller’s pocket 
AND�NOT�YOUR�OWN��3ECTION�����PROVIDES�A�SPECIÚC�BREAKDOWN�
of the costs and charges. This is one section in particular you 
want to compare to your GFE.
 Section 900 details up-front costs like interest charges and 
homeowners insurance that borrowers often have to pay at 
CLOSING��4HIS�IS�WHERE�YOUmLL�SEE�THE�ÚNAL�ÚGURES�FOR�THOSE�nDAILY�
interest charges” that you may be required to pay. Sellers can 
pay these costs, too. In fact, most of our transactions involve 
the seller paying closing costs and pre-paid items.
 Section 1100 covers titles and title insurance. There are two 
different types of coverage, lender’s and owner’s. The main 
difference is lender’s coverage protects the lender against title 
claims up to the total remaining balance of the mortgage. 
Owner’s insurance protects you, the home buyer, against title 
claims up to the full purchase price of the property, plus equity. 
You can also see the settlement agent’s commission on the title 
insurance premium in line 1107.
 Section 1200 shows borrowers what the government gets 
out of the deal. These are all basically taxes and levies that 
help generate revenue for municipalities, counties and states 
nationwide. These costs have to be paid at closing and can’t be 
rolled into the loan. If the seller is paying closing costs and pre-
paid items, they’re probably raising their sales price to cover 
the cost.
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 The third page of the new HUD-1 is a total departure 
from its predecessor. This page was designed as an easy-to-
use comparison sheet between the GFE and the settlement 
statement. As we mentioned earlier, there are some costs that 
cannot legally increase from the GFE to the HUD-1. Those are 
EXAMINED�MORE�CLOSELY�IN�THE�ÚRST�SECTION��)TmS�NOT�UNCOMMON�
to see many of these charges decrease. Lenders tend to err 
on the side of caution and overestimate costs like origination 
charges and transfer fees. A lowball estimate can ultimately put 
the lender on the hot seat.

There are other charges that can only increase up to 
10 percent. Those are spelled out in the second section. The 
lender is required to calculate both the dollar and percent 
increase from the GFE to the HUD-1 and drop those tallies 
in the last line of the box. It’s important to note that this 
10-percent cap only holds if the lender selected the service 
providers. Veterans who hire their own can see costs increase 
more than 10 percent from the GFE.

Otherwise, veterans needn’t worry if something goes hay-
WIRE�WITH� THE�NUMBERS�� )F� ONE� OR�MORE� OF� THE� nCHARGES� THAT�
CANNOT� INCREASEo� ACTUALLY� INCREASES�OR� IF� THE� nCHARGES� THAT� IN�
total cannot increase more than 10%” wind up exceeding that 
threshold, the show still goes on. Veterans simply pay the high-
er charges and get a reimbursement from their lender within 
30 days.
� 4HE�ÚNAL�SECTION�OF�0AGE���IS�A�BASIC�SUMMARY�OF�YOUR�LOAN�
 Borrowers typically review the HUD-1 settlement statement 
the day of or the day before closing. Scour these pages for mis-
takes, as they do happen. At the same time, make sure you get 
full and complete answers to all of your questions about this 
document and how it relates to the Good Faith Estimate you 
received.
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VA Loans and Closing Costs
Now it’s time for a deep breath and some good news: Veterans 
typically pay only a fraction of those costs. This is one of the 
most dynamic aspects of a VA loan. Sellers can pay all of the 
buyer’s closing costs and pre-paid items. They can pay for a cer-
tain number of discount points to buy down the interest rate. 
4HEYmRE�ALSO�ALLOWED�TO�PAY�FOR�AN�ARRAY�OF�CHARGES�AND�COSTS�r�
called seller concessions�r�THAT�DONmT�FALL�INTO�THOSE�TWO�PREVI-
ous categories. Seller concessions can include things like:
p� Paying the borrower’s property taxes and insurance for 

a set number of months
p� Paying the VA Funding Fee (which we’ll cover in the 

next section)
p� Paying additional points for a permanent buydown
p� Paying off credit balances or judgments
p� Providing gifts like furniture or electronics

But just as the VA caps what a veteran can pay in closing 
costs, so, too, does the agency cap what a seller can pay for a 
borrower. Sellers can pay no more than 6 percent of the loan 
value in closing costs and concessions. On a $300,000 mort-
gage, that’s a maximum of $18,000 in closing cost and conces-
sions, which would likely be more than enough to cover the 
borrower’s needs.
)TmS�DIFÚCULT�TO�TALK�AVERAGES�WHEN�IT�COMES�TO�CLOSING�COSTS��

but, generally speaking, VA borrowers can expect closing costs 
to be about 3 percent to 4 percent of the loan amount.

Why would a seller shell out that kind of money to pay a 
veteran’s closing costs? Because they want to sell their home. 
How much a seller will pay often depends on the state of the 
real estate market. Paying costs and concessions can give sellers 
a competitive edge in a slow market.
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But not every seller will bite. In fact, some industry observ-
ERS� ARGUE� THAT� THIS� BENEÚT� ACTUALLY� PUSHES� SELLERS� AWAY� FROM�
veterans and VA borrowers. That can certainly be the case in 
individual situations in different markets across the country. 
But seller concessions are certainly a part of the world of con-
VENTIONAL�ÚNANCING��TOO�

There’s another major reason sellers often agree to pay 
closing costs on a VA loan: Because they’re not actually parting 
with their money. Here’s how it works:

Say the veteran agrees to purchase a home for $150,000 
and the closing costs come out to $5,000. If the seller balks at 
paying closing costs out of pocket, the veteran can produce a 
counteroffer for $155,000. Then, the seller simply turns around 
and pays that $5,000 back to cover the veteran’s closing costs.
4HERE�ARE�TWO�BIG�RUBS�WITH�THIS�SCENARIO��4HE�ÚRST�IS�THAT�

a lender can’t magically boost the loan amount. The home 
has to appraise for that higher value in order to make this 
work. The second issue revolves around the veteran, who is 
essentially footing the bill for these closing costs by agreeing 
to a slightly higher loan amount. That’s going to mean higher 
monthly payments for the life of the loan.

For example, on a 30-year $150,000 mortgage at 6 percent, 
the monthly payment is $899. Bump up the loan amount to 
$155,000 and the payment increases to $929, a difference of 
$30 each month.

In many cases, it’s about weighing pros, cons and outcomes. 
9OU�CANmT�ARGUE�WITH�THE�MATH�r�YOU�WILL�PAY�MORE�EACH�MONTH�
to make this maneuver possible. And, over 30 years, you’re 
going to pay more than what you owed in closing costs. But for 
many borrowers that’s the price of getting into a home now.
)TmS� NOT� UNCOMMON� FOR� ÚRST
TIME� BUYERS� AND� FOLKS� WITH�

borderline credit to have only a couple thousand dollars in 
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savings, if that. This type of closing arrangement can make a 
big difference for many veterans and their families.
,ENDERS�CAN�ALSO�nCOVERo�THE�COSTS�OF�CLOSING�BY�RATCHETING�

UP�THE�BORROWERmS�INTEREST�RATE��)TmS�SIMILAR�TO�THE�SELLER
ÚNANCED�
scenario, in that the veteran winds up paying a little more each 
month but shells out nothing up front. For example, on that 
same $150,000 mortgage, increasing the interest rate from 
6 percent to 6.5 percent increases the monthly mortgage pay-
ment by $49. A higher rate means a higher Yield Spread for 
the lender, who in turn uses some of that excess to cover your 
closing costs.
4HIS�SET
UP�IS�HOW�MOST�COMPANIES�THAT�CLAIM�TO�HAVE�n.O�

&EEo�OR�n.O�#LOSING�#OSTo�LOANS�OPERATE��#ERTAINLY�SOUNDS�TOO�
good to be true, and this explains why it is. Getting a home 
LOAN�nWITHOUT�FEESo�DOESNmT�MEAN�YOUmVE�FOUND�A�GREAT�DEAL��)T�
means the lender has simply taken a different path to the same 
payday.

VA Funding Fee
This is an unavoidable closing cost for most VA borrowers. You 
can’t negotiate or sweet talk your way out of paying it. That’s 
mostly because it’s one of the keys to keeping the entire loan 
PROGRAM�AÛOAT�

The VA Funding Fee is a set fee applied to every purchase 
LOAN�OR�REÚNANCE��4HE�PROCEEDS�GO�DIRECTLY�TO�THE�6!�AND�HELP�
cover losses on the loans that go into default. The fee changes 
slightly depending on the down payment amount, whether the 
borrower has a prior VA loan and the nature of the borrow-
er’s service. There are exemptions for borrowers with service-
connected disabilities and for qualifying surviving spouses. 
Otherwise, here’s the breakdown for regular military:
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Down payment Funding Fee (1st use) Funding Fee (2nd use)

None 2.15 percent 3.3 percent

5-10 percent 1.5 percent 1.5 percent

10 and up 1.25 percent 1.25 percent

The percentages shift slightly for members of the Reserves 
and the National Guard:

Down payment Funding Fee (1st use) Funding Fee (2nd use)

None 2.4 percent 3.3 percent

5-10 percent 1.75 percent 1.75 percent

10 and up 1.5 percent 1.5 percent

 Veterans aren’t required to come up with the Funding 
Fee from their own pocket. Most roll the cost into their loan 
amount, which adds a few dollars to their monthly mortgage 
payment. For example, the 2.5 percent funding fee on a 
���������MORTGAGE�COMES�OUT�TO���������/N�A�ÚXED
RATE�LOAN�
at 30 years and 6 percent, rolling in the funding fee adds an 
additional $30 per month.
 The only downside to including the VA Funding Fee in 
the overall loan is that the borrower essentially pays it twice. 
With the above example, the borrower will pay off that $5,000 
in about 14 years ($30 per month x 166 months). But that 
extra $30 per month doesn’t end once the Funding Fee is 
paid off, and another 16 years worth of mortgage payments 
means another $5,900 or so that the lender gets in additional 
principal and interest payments.
 Such is the price of convenience.

To get an estimate of your Funding Fee costs, visit www.
VAFundingFee.com.
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Occupancy
As we’ve talked about throughout, the veteran is required to use 
the property as a primary residence. The VA essentially gives 
veterans and their families 60 days to move in after the loan 
CLOSING��4HAT�TWO
MONTH�THRESHOLD�IS�THE�AGENCYmS�DEÚNITION�OF�
nREASONABLE�TIMEo�FOR�OCCUPANCY��BUT�THERE�ARE�EXCEPTIONS�IN�
cases where both of these occur:
p� 4HE� VETERAN� CERTIÚES� THAT� OCCUPANCY� WILL� OCCUR� ON� A�
SPECIÚC�DATE��AND

p� There is a particular reason why this will be possible

4HE�6!�ALLOWS�FOR�A�SPOUSE�TO�FULÚLL�THE�OCCUPANCY�REQUIRE-
ment for an active duty military member who is deployed or who 
cannot otherwise live at the property within a reasonable time.

There are also some unique situations where the spouse of a 
VETERAN�CAN�FULÚLL�THE�REQUIREMENT�IF�EMPLOYMENT�ISSUES�ARE�MAK-
ING�REASONABLE�OCCUPANCY�DIFÚCULT��"UT�BOTH�SINGLE�AND�MARRIED�
SERVICE�MEMBERS�CAN�PROVIDE�WHAT�THE�6!�CONSIDERS�nVALID�INTENTo�
to occupy when they’re deployed from their permanent duty sta-
tion. This provides a degree of breathing room for homeowners 
who are still actively serving our nation both at home and abroad.

It’s important to note that VA lenders are required to fac-
tor in the cost of a couple’s separate living arrangement. That 
means any rental costs or other expenses associated with the 
separate housing situations can be factored into the overall 
debt-to-income ratio and other key metrics.

Borrower spotlight: Jerry Smith
!LBUQUERQUE��.EW�-EXICO�r�*ERRY�3MITHmS�ÚRST�STAB�AT�RETIRE-
ment lasted less than two years.
(E� STEPPED� AWAY� AT� AGE� ��� FROM� THE� ÚRM�WHERE� HE� HAD�

spent the past decade. He traveled and knocked a few items 
off the bucket list but soon found himself restless and bored.
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Relief came in the form of an offer for contract work from 
his prior employer. Jerry jumped back into the working world, 
training new employees, writing advertising copy and relishing 
THE�ÛEXIBILITY�OF�A�JOB�WHERE�HE�MADE�THE�HOURS�

As his 70th birthday approached, Jerry started considering 
retirement again, this time as a permanent choice. His long-
time partner, Nancy, had recently turned 60 and was contem-
plating her own retirement after more than three decades with 
the same Dallas corporation. 

The couple was ready to leave the bustling heart of Texas 
FOR��AS�*ERRY�PUTS� IT��nA�SIMPLER�WAY�OF� LIFE�o�!T�THE�OUTSET�� THE�
questions they faced were two-fold: Where did they want to 
retire and what type of loan should they use to purchase their 
dream home?

For a locale, they settled on New Mexico. Nancy grew up 
THERE�AND�*ERRY�HAD�COME�TO�LOVE�THE�n,AND�OF�%NCHANTMENT�o�
as the state is known in tourism circles. 

For a home loan, Jerry reached back to his roots. He had 
spent six years in the Iowa National Guard during the Vietnam 
War, part of a company that trained to provide medical support 
to the 34th Infantry Division.

A longtime homeowner, Jerry had always used convention-
AL�ÚNANCING�TO�PURCHASE�HIS�HOMES��"UT�NOW��ON�THE�CUSP�OF�
retirement, he decided to explore the VA home lending ben-
EÚTS�HE�EARNED�DECADES�BEFORE�
4URNS�OUT�THE�6!�LOAN�PROGRAM�WAS�A�PERFECT�ÚT�
In particular, the couple was drawn to the fact that VA loans 

are assumable with the lender’s approval. That means a home 
buyer can assume a seller’s existing mortgage, essentially taking 
over the terms, interest rate and remaining payments. 
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Almost all conventional loans must be repaid upon the 
sale of a home. Assumability was a key difference for a couple 
headed into their twilight years.

The more Jerry learned about VA loans, the more con-
vinced he became. 
4HE� 6!� ,OAN�'UARANTY� PROGRAM� ALLOWS� QUALIÚED� SERVICE�

members to purchase a home worth up to $417,000 (and more 
in high-cost parts of the country) without a down payment. 
VA loans typically feature lower rates and more buyer-friendly 
TERMS�THAN�CONVENTIONAL�ÚNANCING��4HESE�GOVERNMENT
BACKED�
loans have helped more than 18 million service members 
become homeowners since 1944.

Jerry’s online research eventually led him to Veterans Unit-
ed Home Loans, the nation’s leading dedicated VA lender. He 
CALLED� THE� COMPANY�AND�WAS� CONNECTED� TO� LOAN�OFÚCER�2YAN�
Kluttz. 

Ryan walked Jerry and Nancy through the VA loan process, 
FROM�PREQUALIÚCATION�AND�MAKING�AN�OFFER�TO�WHAT�THEY�SHOULD�
expect come closing. 

The couple had used several lenders in Dallas over the 
YEARS�� "UT� THE� SENSE� OF� TRUST� AND� CONÚDENCE� THEY� HAD� IN�
Ryan convinced them to pursue a VA loan with Veterans  
United.
n7E�WERE�JUST�MORE�COMFORTABLE�WITH�2YAN�o�*ERRY�SAID��n(E�

seemed to be faster and more responsive.”
Jerry and Nancy eventually found a three-bedroom home 

nestled in the mountains outside Albuquerque. The pictur-
esque property, at an elevation above 7,000 feet, overlooked a 
pair of mountain ranges, a deep, lush valley and a sea of pine 
and cedar trees.
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Their local real estate agent was quickly impressed by Ry-
an’s knowledge of the VA loan program. 
n/NE� OF� HIS� COMMENTS� WAS�� l4HIS� YOUNG� MAN� KNOWS� HIS�

BUSINESS�mo�*ERRY�SAID��n(E�WAS�SURPRISED�BY�THE�COMPETENCE�OF�
2YAN��WHICH�IS�A�REÛECTION�ON�YOUR�TOTAL�COMPANY�o

Jerry and Nancy were delighted when their $399,000 offer 
was accepted by the seller.

The only hitch, so to speak, came a couple weeks before 
their closing when Ryan called asking for a copy of their mar-
riage license. Underwriters wanted to see the license as part of 
THEIR�VERIÚCATION�PROCESS��!�CO
BORROWER�ON�A�6!�LOAN�HAS�TO�BE�
either a spouse or another veteran.

Technically, Nancy was neither. The couple had been 
together about 20 years but they had never felt the need to 
MAKE�THINGS�OFÚCIAL��

Now they had a pressing reason. Without Nancy’s income, 
there was no way they would be able to purchase their New 
Mexico dream home.

Ryan explained the situation and asked if they were ready 
to take the plunge.

The pair rushed to the Dallas courthouse and found a judge 
willing to waive the city’s mandatory 72-hour waiting period 
from the issuance of a marriage license to a wedding ceremony. 
Ryan had the paperwork in hand by 3 that same afternoon.

The underwriting and closing process progressed smoothly 
after that hiccup. Jerry and Nancy closed on the home in mid-
November 2010.
n)�WOULD�DO�NOTHING�BUT�ENCOURAGE�ANYBODY�WHO�QUALIÚES�

FOR� THE�PROGRAM�TO� LOOK�AT� THE�6!� LOAN�AND�HOW� IT�ÚTS� THEIR�
STRUCTURE�o�*ERRY�SAID��n)�JUST�COULDNmT�HAVE�BEEN�HAPPIER�WITH�
the location, the home and the process.”
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Va refinance Loans

Military borrowers have access to the most powerful home 
purchasing program on the market. So it certainly stands 

to reason that the same would hold true when it comes to a 
REÚNANCE�LOAN�
� 4HERE�ARE�TWO�MAJOR�6!�REÚNANCE�OPTIONS��AN�)NTEREST�2ATE�
2EDUCTION�2EÚNANCE�,OAN��ALSO�KNOWN�AS�AN�)222,�OR�A�VA 
Streamline, and a 6!�#ASH
/UT�2EÚNANCE. We’ll look at each 
ONE� SEPARATELY�� &IRST�� THOUGH�� LETmS� TALK� ABOUT� REÚNANCING� IN�
general.
� -UCH�LIKE�THE�n7HEN�SHOULD�)�LOCK�MY�RATE�o�DILEMMA��THE�
QUESTION�OF�n7HEN�SHOULD�)�REÚNANCE�o�IS�ONE�OF�THOSE�LINGER-
ING�ISSUES�THAT�HAUNTS�HOME�BUYERS�AND�LOAN�OFÚCERS�ALIKE��!ND��
of course, there’s no formula or simple way to answer the ques-
TION��2EÚNANCING�EVERY�COUPLE�OF�YEARS�JUST�TO�REÚNANCE�PROB-
ably isn’t the smartest tactic. It’s important that veterans and 
military borrowers know why�THEY�WANT�TO�REÚNANCE��4HE�MOST�
obvious and likely reason is that interest rates have dropped 
and you want to save some money on that monthly mortgage 
payment.
 But there may be other considerations. Maybe you’ve 
WORKED� HARD� TO� IMPROVE� YOUR� CREDIT� PROÚLE� AND� YOUR� SCORE�
HAS�ÚNALLY�CLIMBED��MEANING�YOUmRE�ELIGIBLE�FOR�A�BETTER�RATE��
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Or perhaps you got a promotion or took a new job and the 
monthly household income is higher, making it possible to 
CONVERT� THAT� ��
YEAR�MORTGAGE� INTO� A� ��
YEAR� ONE��-AYBE�r�
AND�WE�HOPE�NOT�r�THE�CONVERSE�IS�TRUE�AND�YOU�NEED�TO�ADJUST�
to a smaller income level.
 Or maybe you need to make home improvements or pay 
off revolving debts and can capitalize on the equity built up in 
your home. Or you’re tired of worrying about your ARM and 
WANT�TO�REÚNANCE�INTO�A�ÚXED
RATE�MORTGAGE�
 There are scores of potential reasons why a veteran should 
CONSIDER�REÚNANCING�A�MORTGAGE��/FFERING�UP�n"ECAUSE�SOME-
one told me I should” isn’t typically the best answer. A VA 
REÚNANCE�WILL�ALMOST�ALWAYS�RESULT�IN�LOWER�MONTHLY�PAYMENTS�
(there are a  few exceptions we’ll look at later in the chapter). 
But they also come with a price. As with a VA purchase loan, 
BORROWERS�HAVE�TO�PAY�CLOSING�COSTS�EVERY�TIME�THEY�REÚNANCE��
0ART� OF� DECIDING� WHEN� TO� REÚNANCE� IS� DETERMINING� WHETHER�
those added costs are worth the investment.
 It’s also important to note that veterans and military 
BORROWERS� WITH� CONVENTIONAL� LOANS� CAN� REÚNANCE� INTO� A� 6!�
loan. This, as you’ll soon see, is a pretty incredible opportunity.

VA Streamline
4HE� n3TREAMLINEo�MONIKER� ISNmT� JUST� A� CLEVER�MARKETING�PLOY��
4HE�6!�3TREAMLINE�IS�A�NO
FRILLS��LOW
IMPACT�REÚNANCE�LOAN�THAT�
features almost none of the hassle and paperwork that accom-
PANIES�A�CONVENTIONAL�REÚNANCE�

But, in today’s lending environment, VA Streamlines aren’t 
quite as streamlined as they once were.

The VA does not require appraisals, credit checks or any 
SIGNIÚCANT�UNDERWRITING�FOR�AN�EXISTING�6!�BORROWER�TO�QUALIFY�
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for a Streamline. But be careful with semantics here. While the 
VA may not require those things, you better believe a lender is 
certainly interested in your credit score and the value of your 
home. Remember, the Department of Veterans Affairs isn’t 
in the business of actually issuing loans. Just because the VA 
doesn’t require credit checks and appraisals doesn’t mean a 
lender won’t.

In fact, you should expect the lender to require both. Unlike 
YEARS�PAST��VETERANS�ARE�NOW�ÚNDING�THEMSELVES�SUBJECT�TO�CREDIT�
checks and appraisal costs when applying for a VA Streamline. 
Given the widespread drop in home values across the country, 
MOST�LENDERS�ARE�TURNING�AWAY�REÚNANCE�APPLICATIONS�WHEN�THE�
new loan amount exceeds the value of the home.

Despite the more cautious approach, we’re still able to pro-
cess some VA Streamlines without an appraisal. Previous cus-
tomers have minimal paperwork because we already have their 
LOAN� DOCUMENTS� ON� ÚLE�� 4HAT� HELPS� KEEP� REÚNANCING� COSTS�
down, and we typically refrain from charging an origination 
fee.

The VA Streamline exists to get veterans into a lower-rate 
mortgage with lower monthly costs. In fact, that’s one of the 
LOANmS�PRIMARY�REQUIREMENTS��5NLESS�THE�BORROWER�IS�REÚNANC-
ing an Adjustable Rate Mortgage, the Streamline has to lower 
the interest rate.
2EÚNANCING�WOULD�SEEM�TO�BE�A�NO
BRAINER��)N�FACT��WHY�NOT�

REÚNANCE� EVERY� TIME� THEREmS� A�HALFWAY�DECENT� RATE�DECREASE��
Because it isn’t free.

Here are some of the closing costs likely to be a part of your 
VA Streamline:
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p� The VA Funding Fee of 0.5 percent
p� An Origination Fee, which can’t exceed 1 percent of 

the loan amount
p� Up to 2 discount points
p� Title exam and insurance fees
p� Recording and mailing fees
p� Flood Zone Determination

Those origination fees typically include things like rate lock 
fees, processing costs and loan settlement fees. The VA allows 
acceptable closing costs (veterans can pay additional discount 
points out of pocket, for example) to be rolled into the overall 
loan amount. Veterans can also add up to $6,000 in energy ef-
ÚCIENCY�IMPROVEMENTS�

While they’re not closing costs, borrowers also have to come 
UP�WITH�TAX�AND�INSURANCE�ESCROW�RESERVES�FOR�A�REÚNANCE�
 Of course, veterans can pay all of these closing costs and 
fees out of pocket, but they seldom do. The lender can add 
those charges to the loan amount or increase the interest rate 
to cover the additional cost.
 That means veterans might actually see their principal 
balance increase after a VA Streamline. No need to worry, 
though, as that’s perfectly normal. What’s more important is 
determining how long those payments will be higher and if the 
REÚNANCE�IS�TRULY�WORTH�IT�OVER�THE�LONG�HAUL�

Looking at some numbers might help. Let’s say the closing 
costs come out to $4,000 and the Streamline is going to lower 
your monthly payment by $100. If you’re folding those closing 
costs in the loan, divide the amount by the monthly savings of 
your Streamline. In this case, $4,000/$100 = 40. That means it 
will take you 40 months, or 3¼ years, to recoup those closing 
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costs. Depending on how many years are remaining on your 
loan term, that’s probably a pretty solid investment.

On the other hand, imagine that rates aren’t quite as low 
and that closing costs are a bit higher. With closing costs of 
$4,500 and a monthly savings of $50, it would take the borrower 
90 months, or 7.5 years, to recover those additional costs. That 
might be too long of a wait for some homeowners, especially 
active duty service members who may have another move or 
two ahead of them.

The VA requires veterans to go through the credit and 
UNDERWRITING�PROCESS�IF�THE�REÚNANCE�IS�GOING�TO�INCREASE�THEIR�
monthly PITI payment by 20 percent or more. In those cases, 
there’s an onus on the lender to satisfy the VA’s concern about 
whether the veteran can afford this new, higher payment.
 This is why it’s important for veterans to do their home-
WORK� AND� SHOP� AROUND�WHEN� THE� TIME� COMES� TO� REÚNANCE��
You can certainly start with your original lender, but by no 
means are you bound to them. Veterans can and should hunt 
for the best deal possible, on both interest rates and costs 
and fees. At times, that might mean a VA loan isn’t the best 
OPTION�FOR�A�REÚNANCE��4HE�MAIN�REASON�IS� THE�6!�&UNDING�
&EE��WHICH�ISNmT�A�PART�OF�THE�CONVENTIONAL�ÚNANCING�PICTURE��
Veterans with equity in their homes and some cash on hand 
may opt to avoid the VA Funding Fee and seek out a conven-
TIONAL�REÚNANCE�
 A capable VA loan specialist will help borrowers do the 
MATH�AND�COMPARE�A�6!�REÚNANCE�TO�A�CONVENTIONAL�REÚNANCE�
loan. VA Streamlines are available only to existing VA borrow-
ERS��"UT� VETERANS�WITH�CONVENTIONAL�MORTGAGES�CAN� REÚNANCE�
into a VA loan. They can even take out cash while doing so.
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Cash-Out Refinance Loans
4HE�6!�3TREAMLINE�IS�INHERENTLY�ÛEXIBLE��BUT�THEREmS�ONE�MAJOR�
thing you can’t do with it: Get cash back. No worries, though. 
There’s a loan for that.
� 4HE�6!mS�#ASH
/UT�2EÚNANCE� LOAN�ALLOWS�QUALIÚED� VETER-
ANS�r�WITH�CONVENTIONAL�OR�6!�LOANS�r�TO�REÚNANCE�TO�A�LOWER�
rate while extracting cash from their home’s equity. Essentially, 
you’re getting a new mortgage at a value higher than what you 
owe and taking the difference in a cash lump.
 Remember that two things are happening in the back-
ground: Your interest rate is likely lower but your loan amount 
IS�HIGHER��4HAT�MEANS�A�ÛUX�IN�MONTHLY�MORTGAGE�PAYMENTS�
"ORROWERS� HAVE� TRADITIONALLY� USED� #ASH
/UT� 2EÚNANCE�

loans to pay off high-interest debts or make home improve-
ments. But there aren’t any concrete constraints on how you 
spend the money. Have a teenager getting ready to start col-
lege? Always wanted a motorcycle? Either could be acceptable, 
but underwriters may require a letter of explanation from the 
borrower.
 The VA and the lender are mostly concerned with making 
sure you can afford the new mortgage payment. Unlike on a 
Streamline, the VA mandates that borrowers pursuing a Cash-
Out REÚNANCE�LOAN�SUBMIT�TO�THE�STANDARD�CREDIT�AND�UNDER-
writing process. The loan processing for a Cash-Out REÚNANCE�
is basically identical to the original VA purchase loan, from 
THE� INCOME� VERIÚCATION� AND�DEBT
TO
INCOME� RATIO� TO� A� HOME�
appraisal.
 In the fall of 2008, President Bush signed the Veterans 
"ENEÚTS�)MPROVEMENT�!CT��A�PIECE�OF�LEGISLATION�THAT�BOOSTED�
HOME� LOAN�BENEÚTS� FOR�QUALIÚED�VETERANS�AND� THEIR� FAMILIES��
One of the provisions of the act increased the maximum loan 
AMOUNT�AVAILABLE� TO�6!�BORROWERS�ON�A�#ASH
/UT�2EÚNANCE��
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4ODAY�� VETERANS� CAN�GET� A�#ASH
/UT�2EÚNANCE� FOR�UP� TO�����
percent of the home’s appraised value, plus the VA Funding 
&EE�AND�ANY�COSTS�FROM�ENERGY
EFÚCIENCY�IMPROVEMENTS�

Veterans who want a Cash-Out REÚNANCE�PAY�A�HIGHER�6!�
Funding Fee than their Streamline counterparts. The current 
FEE�FOR�A�ÚRST�REÚNANCE�IS������PERCENT�OF�THE�LOAN�AMOUNT�FOR�
regular military and 2.4 percent for Reserves and National 
Guard members. The fee jumps to 3.3 percent for both demo-
GRAPHICS�FOR�EACH�SUBSEQUENT�REÚNANCE�
� !�#ASH
/UT�2EÚNANCE�SHOULDNmT�BE�CONFUSED�WITH�A�HOME�
equity loan, which is a second loan that runs alongside your cur-
RENT�MORTGAGE��!�REÚNANCE�LOAN�REPLACES�THAT�EXISTING�MORTGAGE�
instead of complementing it. Depending on rates, a home equi-
ty loan may actually be a better option for some veterans. These 
come with minimal, if any, closing costs but tend to have higher 
RATES�THAN�WHAT�YOUmLL�ÚND�WITH�A�6!�#ASH
/UT�2EÚNANCE��4HE�
key is to keep a close eye on rates and shop comparatively.
� 6ETERANS�WITH�CONVENTIONAL� LOANS�CAN�REÚNANCE�INTO�A�6!�
loan only by using the cash-out option. Strange as it might 
sound, those borrowers don’t actually have to take out any 
money. But they are subject to the same credit, underwriting 
and appraisal guidelines that the VA has in place for Cash-Out 
2EÚNANCE�LOANS�

Streamline v. Cash-Out Refinance
To help give borrowers a more high-level view of the two 
REÚNANCING�OPTIONS�� THE�6!�MAINTAINS� A�HELPFUL� COMPARISON�
table. Here’s a shorter version of it that includes key features for 
prospective borrowers. Remember that what the VA mandates 
and what VA-approved lenders will demand can be two differ-
ent things, especially when it comes to credit, underwriting 
and appraisals:
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Feature )222, Cash-Out  
2EÚNANCE

Purpose 4O�REÚNANCE�AN�
existing VA loan at a 
lower interest rate

To pay off lien(s) 
of any type; can 
also provide cash to 
borrower

Interest Rate Rate must be lower 
than on existing VA 
loan (unless existing 
loan is an ARM)

Any negotiated rate

Monthly 
Payment 
Amount

Payment must be 
lower than that on 
an existing VA loan 
(unless the ARM is 
BEING�REÚNANCED��A�
term is shortened, 
OR�ENERGY�EFÚCIENCY�
improvements are 
being included)

No requirement

Discount 
Points 

Reasonable points 
can be paid; only two 
of these points can be 
included in the loan 
amount

Reasonable points 
can be paid if source 
is loan proceeds

Maximum 
Loan

Existing VA loan 
balance, plus 
allowable fees and 
charges, plus up to 
two discount points, 
plus the cost of any 
ENERGY�EFÚCIENCY�
improvements, plus 
the VA Funding Fee

100 percent of the 
reasonable value 
of the property 
indicated on the NOV,  
plus the cost of any 
ENERGY�EFÚCIENCY�
improvements, plus 
the VA Funding Fee
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Maximum 
Guaranty

Guaranty is at least  
25 percent in all cases

Maximum guaranty 
is the same as for 
purchases

Cash to 
Borrower

Not permitted Borrower can 
receive cash for any 
purposes acceptable 
to the lender

Fees and 
Charges in 
the Loan

All allowable fees and 
charges, including 
up to two discount 
points, may be 
included in the loan

Allowable fees and 
charges and points 
may be paid from 
the loan proceeds

2EÚNANCE�OF�
Other Liens

#ANNOT�REÚNANCE�
other liens; can only 
REÚNANCE�THE�EXISTING�
VA loan

#AN�REÚNANCE�ANY�
type of lien(s)

Maximum 
Loan Term

Existing VA loan term 
plus 10 years, not to 
exceed 30 years + 32 
days

30 years + 32 days

Occupancy Veteran or spouse 
of an active duty 
servicemember 
must certify to prior 
occupancy

Veteran or spouse 
of an active duty 
servicemember must 
certify as to intent to 
occupy

Appraisal Appraisal is required 
by most lenders 

Appraisal is required

Credit 
Underwriting

Lenders will now 
examine credit 
SCORE�AND�ÚNANCIAL�
information

Full credit 
information and 
underwriting are 
always required
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Automatic 
Authority

All lenders can close 
IRRRLs automatically 
except if the loan 
BEING�REÚNANCED�IS�
30 days or more past 
due

Only lenders with 
automatic authority 
can close these loans 
automatically

 Some borrowers who go into the process thinking Stream-
line ultimately decide they would rather opt for a Cash-Out 
2EÚNANCE��%ACH�HAS�ITS�OWN�BENEÚTS�AND�DRAWBACKS��4HERE�ALSO�
ISNmT�ANY�SORT�OF�RULE�THAT�VETERANS�HAVE�TO�GET�A�6!�REÚNANCE��)N�
FACT��A�CONVENTIONAL�REÚNANCE�LOAN�MAY�BE�ATTRACTIVE�TO�BORROW-
ers who have cultivated a decent chunk of equity. Veterans will 
PAY�STANDARD�CLOSING�COSTS�WITH�A�CONVENTIONAL�REÚNANCE��BUT�
there isn’t a VA Funding Fee to contend with.

Remember, though, that credit, income and underwrit-
ing standards will likely be more stringent with a conventional 
LOAN�THAN�A�6!�REÚNANCE��0URSUING�A�REÚNANCE�MEANS�VETER-
ans again have to consider that most frustrating of questions: 
When should I lock my rate? The rules of the road aren’t much 
DIFFERENT�WHEN�IT�COMES�TO�A�REÚNANCE��"UT�ONE�OF�THE�LUXURIES�
OF�A�REÚNANCE�LOAN�IS�THAT�THEREmS�NO�REAL�DEADLINE�OR�PRESSURE�
to push forward. You can watch rates for weeks before deciding 
TO�JUMPSTART�THE�PROCESS��!T�THE�SAME�TIME��GOOD�LOAN�OFÚCERS�
are going to be doing the same thing for their past clients.

Construction-to-Permanent Refinance Loans
7E�ÚRST�MENTIONED�THESE�WAY�BACK�IN�#HAPTER����PART�OF�A�SMALL�
section on construction loans and the all-but-impossible uses 
of a VA program. Again, service members in today’s lending 
CLIMATE� WILL� BE� HARD
PRESSED� TO� ÚND� A� 6!� LENDER� WILLING� TO�
ÚNANCE�NEW�HOME�CONSTRUCTION��"UT� THAT�DOESNmT�MEAN� THEY�
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can’t ultimately reap the rewards of their VA entitlement. The 
key is knowing how and when to bring the VA Loan Guaranty 
program into the picture.

Construction loans are by their nature short-term loans. 
3INCE�MOST�6!�LENDERS�SHY�AWAY�FROM�ÚNANCING�THE�ACTUAL�CON-
STRUCTION�OF�THE�HOME��SERVICE�MEMBERS�TYPICALLY�OBTAIN�ÚNANC-
ing from either a local lender or the builder. But construction 
loans tend to have relatively unfavorable terms and rates for 
borrowers because they’re meant to be temporary. That means 
SERVICE�MEMBERS�NEED�TO�BE�ABLE�TO�REÚNANCE�THE�CONSTRUCTION�
loan into a more traditional loan upon completion of the home.
/NE� OPTION� FOR� QUALIÚED� BORROWERS� IS� TO� REÚNANCE�

that construction loan into a VA loan, using what’s called a 
CONSTRUCTION
TO
PERMANENT� REÚNANCE�� &OR� THE�MOST� PART�� THE�
requirements and underwriting are virtually identical to other 
6!�REÚNANCE�OPTIONS��YOUmLL�NEED�NEW�THINGS�LIKE�BUILDER�DOC-
UMENTS�AND�A�CERTIÚCATE�OF�OCCUPANCY	�

It’s in the borrower’s best interest to get preapproved for a 
6!�REÚNANCE� LOAN�BEFORE�SEEKING�THE�CONSTRUCTION�ÚNANCING�
from local sources. But here’s the wrinkle, and it’s one that’s 
AFFECTING�SERVICE�MEMBERS�LOOKING�FOR�ALL�TYPES�OF�6!�REÚNANCE�
LOANS��THE�REÚNANCE�CLIMATE�HAS�TIGHTENED��4HAT�TIGHTENING�IS�
having an impact on scores of service members, from those 
LOOKING�FOR�CONSTRUCTION
TO
PERMANENT�REÚNANCE�LOANS�TO�FOLKS�
seeking a straightforward VA Streamline.

Current Refinancing Challenges
(ISTORICALLY� LOW� INTEREST� RATES� HAVE� SPURRED� SIGNIÚCANT� INTER-
EST� IN� REÚNANCE� LOANS��!T� THE� SAME� TIME�� LENDERS�HAVE�PUT� A�
renewed emphasis on credit scores, home values and limiting 
their exposure to risk. The result is that borrowers with a 620 
CREDIT�SCORE�ARE�STRUGGLING�TO�SECURE�A�REÚNANCE�LOAN�
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Unlike years past, most borrowers are now going to have to 
shell out money for appraisals. Lenders want to ensure the value 
OF�THE�HOME�REÛECTS�CURRENT�MARKET�CONDITIONS��-ANY�VETERANS�
are going to face another long, hard look at credit and their 
OVERALL�ÚNANCIAL�PROÚLE��

Veterans United is one of the few lenders able to process 
some Streamlines without an appraisal and offer up to 100 per-
CENT�ÚNANCING�ON�#ASH
/UT�2EÚNANCE�LOANS�

Borrower spotlight: Tim Huff
3TAMFORD��#ONNECTICUT�r�!� FORMER�-ARINE�WOUNDED� IN�6IET-
nam, Tim Huff had been a homeowner for 40 years before he 
EVER�HEARD�A�WORD�ABOUT�THE�6!mS�SIGNIÚCANT�HOME�LOAN�BENEÚTS�
 The news came just in time.
4IM�BOUGHT�HIS�ÚRST�HOME�IN�THE�LATE�����S��SHORTLY�AFTER�HE�

WENT�TO�WORK�FOR�)"-��HIS�ÚRST�AND��IT�TURNED�OUT��ONLY�JOB�AS�
a civilian. He had spent most of the previous decade planning 
for a military career. But all that changed in March 1967 when 
the Marine Corps captain was wounded on a patrol outside 
Dong Ha.
!�HAIL�OF���
CALIBER�MACHINE�GUNÚRE�SHREDDED�HIS�CALF�AND�

broke his leg. He spent the next seven months in a New York 
hospital learning how to walk again and accepted a medical 
discharge that October.

Four months later, he was married and starting a job with 
one of the country’s premier home-grown companies. He and 
HIS� WIFE�� !NN�� RENTED� AN� APARTMENT� BRIEÛY� BEFORE� BUYING� A�
house in Valhalla, New York.

Over the next 25 years, Tim worked his way through IBM, 
from marketing training and sales work to executive education 
and telecommunications.
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As their needs changed, the couple later bought a home in 
Armonk, New York,  about 15 miles from their mutual home-
town of Larchmont. Tim obtained a conventional mortgage 
through IBM’s credit union.

He retired from IBM in 1992 and settled into post-work life. 
The Huffs moved a bit closer to the Atlantic coastline a few 
years later, purchasing a condominium in nearby Stamford, 
Connecticut.

Flash forward to 2010 and a reeling housing market.
Tim and Ann had accrued some debt and were looking for 

A�WAY�TO�GET�IT�UNDER�CONTROL��4HEY�DECIDED�TO�EXPLORE�A�REÚ-
nance of their current mortgage.

Mortgage banks and lenders across the country were offer-
ing record-low interest rates. Tim went back to the IBM credit 
UNION� THAT� HAD� ÚNANCED� HIS� PREVIOUS� HOME� PURCHASES�� (E�
WALKED�AWAY�UNSATISÚED�WITH�THEIR�PROSPECTIVE�LOAN�TERMS�

At this point, almost out of the blue, Tim started to wonder 
IF�THERE�WERE�ANY�BENEÚTS�AVAILABLE�TO�HIM�AS�A�VETERAN�

Turns out there were.
During the course of his research he came across the web-

site for Veterans United Home Loans, the nation’s leading 
DEDICATED�6!� LENDER��(E�ÚLLED� OUT� A� SIMPLE�� ONE
PAGE� QUES-
TIONNAIRE� AND� WAS� CONTACTED� MOMENTS� LATER� BY� LOAN� OFÚCER�
Mike Mange.

Mike talked with Tim about his mortgage and credit situa-
TION�AND�EXPLAINED�THE�BASIC�STEPS�AND�TREMENDOUS�BENEÚTS�OF�
THE�6!mS�#ASH
/UT�2EÚNANCE�PROGRAM�
4IM�WAS�ÛOORED�BY�THE�NEWS�
n)�DIDNmT�KNOW�EVEN�KNOW�THERE�WAS�A�6!
RELATED�PROGRAM�

AVAILABLE�o�HE�SAID��n)�DIDNmT�THINK�)�WAS�ELIGIBLE�FOR�ANY�KIND�OF�
VETERANS�BENEÚT�o
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Like on a VA purchase loan, borrowers seeking a VA  
#ASH
/UT� 2EÚNANCE� HAVE� TO� GO� THROUGH� A� CREDIT� APPROVAL� 
and underwriting process. Veterans and active duty service 
MEMBERS�WHO�QUALIFY�CAN�GET�A�#ASH
/UT�2EÚNANCE�FOR�UP�TO�
100 percent of their home’s appraised value.
4IM� GATHERED� TAX� RETURNS� AND� OTHER� PERTINENT� ÚNANCIAL�

information and passed them on to Mike. An independent, 
VA-appointed appraiser came out and appraised Tim’s home. 
Veterans United Home Loan specialists and underwriters ana-
LYZED�4IMmS�ÚNANCIAL� INFORMATION� AND�ULTIMATELY� APPROVED� A�
���������#ASH
/UT�2EÚNANCE�

Tim’s service-connected disability also meant the couple 
was exempt from paying the VA Funding Fee, a mandatory cost 
that helps fund the VA loan program. That alone saved them 
nearly $9,000 in additional costs.

They closed at the end of November 2010 and used the cash 
to pay off credit card debt and other obligations. Their monthly 
mortgage payment is now a bit higher than it was before, but 
THEY�ENJOY�SOME�MUCH
NEEDED�ÚNANCIAL�BREATHING�ROOM�
n)T�WAS�VERY�POSITIVE�IN�THAT�WAY��TO�GET�ME�BACK�ON�MY�FEET�

AND�SQUARED�AWAY�o�4IM�SAID��n4HE�EASE�OF�APPLYING�AND�GETTING�
approval as a veteran was far and above any other experience 
I’ve had with a credit union or anything else. Everyone was very 
professional, cheerful and encouraging.
n)� WOULD� HIGHLY� RECOMMEND� THAT� ANY� VETERAN� USE� YOUR�

OUTÚT�o�HE�ADDED��n)T�WAS�A�VERY�POSITIVE�EXPERIENCE�FROM�THE�
beginning to the end.”



C h a p t e r  7 :

tHe fUtUre of Va Loans

Purchasing a home today isn’t the same as it was just a 
few years ago. The collapse of the housing market in the 

wake of the subprime mortgage meltdown has created a more 
restrictive and cautious lending environment.

That’s a good thing in many respects, although talking 
about lessons learned provides little comfort to veterans who 
are now on the edge. Securing a home loan today is generally 
MORE�DIFÚCULT��WITH�LENDERS�LOOKING�FOR�GREATER�CERTAINTY�THAT�
AN� APPLICANT� CAN� AND�WILL� HANDLE� THE� ÚNANCIAL� BURDEN�� 4HE�
days of so-called no-paper loans, which allowed borrowers to 
secure a home loan with scant evidence of their ability to pay 
for it, are gone. Regulations enacted in 2010 have added fur-
ther layers of protection to the process.
 Still, one of the lingering questions is whether these new, 
cautious underwriting standards will become the new normal. 
)TmS�DIFÚCULT�TO�IMAGINE�OTHERWISE��,ENDERS�MIGHT�START�TO�LOOSEN�
up a bit in the coming years, but in most cases a more conserva-
TIVE�APPROACH� TO� LENDING�WILL�CONTINUE� TO�DEÚNE� THE� INDUSTRY�
and govern the path to homeownership in the United States.
 What does that mean for VA loans?
 Well, veterans nationwide have already felt the effects. 
Despite the low foreclosure rate of VA loans, lenders across 
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the country have tightened credit and underwriting standards. 
Today, veterans with a credit score below 620 have relatively 
FEW�ÚNANCING�OPTIONS��4HATmS�WHY�BUILDING�A�SOLID�CREDIT�PRO-
ÚLE�IS�ONLY�GOING�TO�BECOME�MORE�IMPORTANT�IN�THE�MONTHS�AND�
years ahead.
� 2EÚNANCE�POLICIES�HAVE�ALSO�BECOME�MORE�RESTRICTIVE�IN�THE�
last couple of years. Credit checks and appraisals were never a 
real element of a VA Streamline until this latest bubble burst. 
Now scores of veterans are paying for home appraisals and 
seeing their credit scrutinized.
 The average credit score of a VA borrower in 2009 was 
700, about 50 points lower than the average for all borrowers 
nationwide, according to the Federal Housing Finance Agency, 
an umbrella organization that’s basically the parent of Fannie 
Mae and Freddie Mac.

Now, more than ever before, military members and veterans 
HAVE�TO�KEEP�CLOSE�WATCH�OF�THEIR�CREDIT�PROÚLES��DEBT
TO
INCOME�
levels and discretionary spending. That can add new layers of 
stress during deployments, permanent changes of station and 
other challenging phases that civilian borrowers don’t have to 
CONTEND�WITH��)NCREASINGLY��DISCIPLINE�AND�RESPONSIBLE�ÚNANCIAL�
decisions are going to serve as the keys to landing a home loan.
 The VA Loan Guaranty program itself is stronger than ever. 
Not only does it remain a refuge for military borrowers, but 
THE�6!�HOME�LOAN�PROGRAM�ALSO�CONTINUES�TO�PROVIDE�QUALIÚED�
borrowers with better rates and greater buying power than any 
loan program out there. Veterans with a credit score right at 
����CAN�GET�RATES�ON�A���
YEAR�ÚXED
RATE�LOAN�THAT�ARE�JUST�A�HAIR�
above the national average. Good luck getting that kind of deal 
on a conventional loan.

In response to tighter lending restrictions, it’s no surprise 
that VA loan volume trended downward in 2010, mostly driven 
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BY�A�DECREASE�IN�REÚNANCE�LOANS��"UT�A�SLIGHT�UPTICK�MIGHT�BE�
on the horizon, as thousands of soldiers are set to return from 
Iraq and Afghanistan in the coming months. Many will return 
home in search of more permanent housing.

It’s unclear exactly what kind of housing and mortgage 
climate will welcome them back. Those tighter credit and 
underwriting restrictions will most certainly be in place. At the 
same time, interest rates that have hovered near record lows 
for months will likely rise by the time many service members 
return.

The history of the VA Loan Guaranty program is marked 
in many ways by evolutionary change. That course has led to 
today’s more streamlined VA loan process, which complements 
EXISTING�TECHNOLOGY�RATHER�THAN�ÚGHTING�AGAINST�IT��4HE�6!�,OAN�
Guaranty program has been a constant in the lives of military 
members and their families since 1944. The agency has helped 
LEVEL�THE�PLAYING�ÚELD�FOR�THOSE�WHO�HAVE�SERVED�OUR�COUNTRY��
making homeownership more accessible and more affordable.

That isn’t likely to change. But mortgage laws, lender 
regulations and underwriting expectations all do. That’s why 
veterans and active duty service members with any interest 
IN�HOMEOWNERSHIP�r�NOT�TO�MENTION�THOSE�WHO�ALREADY�OWN�
HOMES�r�NEED�TO�MAKE�SURE�THEY�UNDERSTAND�THE�PROCESS�AND�
what’s available to them.

The mortgage industry has always been one that rewards 
informed, educated consumers, and that’s even more true 
TODAY��3O��WHETHER�YOUmRE�IN�THE�MARKET�FOR�YOUR�ÚRST�HOME�OR�
LOOKING�TO�REÚNANCE�AN�EXISTING�MORTGAGE��DO�AS�MUCH�HOME-
work as possible. Ask questions, demand honest, thoughtful 
answers and don’t be afraid to get a second or third opinion. 
Veterans who come to the process with a solid knowledge base 
have an immediate leg up on other buyers.
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At some point, though, you’re ultimately entrusting the 
process to someone on the other side. And that can be a scary 
PROPOSITION��ESPECIALLY�FOR�ÚRST
TIME�BUYERS��4ELLING�THE�WORLD�
you’re a prospective home buyer can be like tossing chum in a 
shark tank. Mortgage folks will emerge from the shadows with 
DEALS��SPECIAL�ÚNANCING�AND�AN�ARRAY�OF�OTHER�POTENTIAL�OFFERS�
that sound a little too good to be true.

The best advice is to go with your gut. Sometimes your gut 
might simply point you to the lowest rate, which certainly isn’t 
a terrible strategy.

Perhaps think of it this way: VA loans were created to 
HONOR�AND�REWARD�THE�HARD�WORK�AND�SACRIÚCES�OF�OUR�NATIONmS�
veterans.
'RAVITATE�TO�THE�LOAN�OFÚCERS��MORTGAGE�COMPANIES�AND�REAL�

estate agents who genuinely embrace that spirit.
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!DJUSTABLE
RATE�MORTGAGE��!2-	: These are mortgages where 
THE�INTEREST�RATES�CAN�ÛUCTUATE�BASED�ON�WHATmS�HAPPENING�
in the greater economic landscape. Most ARMs allow for 
an annual rate change based on the one-year Treasury bill 
index.

!NNUAL�0ERCENTAGE�2ATE��!02	��4HIS�RATE�REÛECTS�THE�TOTAL�COST�
of borrowing money, including the interest rate and other 
costs built into the loan amount. The interest rate and the 
APR are typically different, and veterans should look at 
both when comparing VA lenders. Two loans can have simi-
lar interest rates, but the one with a higher APR will cost 
more.

!UTOMATED�5NDERWRITING�3YSTEM��!53	: This computer system 
utilized by select VA-approved lenders allows for an auto-
matic approval on a borrower’s loan application. Loan 
OFÚCERS�CAN�TWEAK�LOAN�AMOUNTS�IN�THE�!53�TO�HELP�SECURE�
approval.

"ASIC�!LLOWANCE�FOR�(OUSING: A service member’s BAH can be 
included as monthly income. Housing allowances can help 
defray or entirely cover monthly mortgage payments.

"UYERmS�AGENT: This is the real estate agent who represents the 
home buyer.
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#ASH
/UT� 2EÚNANCE�� 4HIS� REÚNANCE� LOAN� ALLOWS� VETERANS� TO�
REÚNANCE�TO�A�LOWER�INTEREST�RATE�AND�TAP�INTO�THEIR�EQUITY��
"ORROWERS�CAN�OBTAIN�A�#ASH
/UT�2EÚNANCE�FOR�UP�TO�����
percent of the home’s appraised value, plus the VA Funding  
&EE�AND�ANY�COSTS�FROM�ENERGY
EFÚCIENCY�IMPROVEMENTS�

#ERTIÚCATE� OF� %LIGIBILITY: This is a formal VA document that 
delineates what entitlement, if any, a prospective borrower 
has available. It is the only acceptable method to document 
entitlement.

Clear to close: This means that all loan conditions have been 
met to the underwriter’s satisfaction and the borrower is 
ready to formally close on the home purchase.

Closing costs��4HESE�ARE�CHARGES�AND�FEES�ASSOCIATED�WITH�ÚNAL-
izing a loan. The VA limits what veterans can pay in closing 
costs to a 1 percent lender origination fee, reasonable dis-
count points and other reasonable and standard fees and 
charges.

#OMPARABLE� SALES�� 4HEYmRE� BETTER� KNOWN� AS� nCOMPS�o� 4HESE�
are recently sold properties that are similar in size, location 
and other key facets to a home being purchased.

#OMPENSATING�FACTORS: These are strengths on a loan applica-
tion that can help offset lender concerns about a borrower’s 
CREDIT�OR�ÚNANCIAL�WEAKNESSES��,OW�DEBT��GREAT�CREDIT�HISTORY�
and liquidity are all examples. Compensating factors must 
go above and beyond what would be considered a normal 
program requirement.

Conditional approval: A loan with conditional approval will 
be issued as long as the veteran meets the requirements 
AND� STIPULATIONS�r� THE� CONDITIONS�r� SPELLED� OUT� BY� THE�
underwriter.

#ONFORMING�LOAN�LIMIT: Fannie Mae and Freddie Mac can only 
purchase mortgages below what’s known as the conforming 
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loan limit. This limit, which is subject to change, is currently 
$417,000.

#ONSTRUCTION
TO
0ERMANENT�2EÚNANCE�,OAN: This allows quali-
ÚED�BORROWERS�TO�REÚNANCE�A�CONSTRUCTION�LOAN�INTO�A�6!�
loan. Requirements and underwriting are nearly identical 
TO�OTHER�6!�REÚNANCE�OPTIONS�

Conventional loan: These loans feature no government guar-
antees but adhere to the standards and requirements of 
government-sponsored enterprises Fannie Mae and Fred-
die Mac.

$$
�����4HIS�IS�AN�OFÚCIAL�6!�DOCUMENT�THAT�EXPLAINS�A�VETER-
an’s discharge information. Reservists and National Guard 
MEMBERS��WHO�DONmT�HAVE�A�SINGLE�DISCHARGE�CERTIÚCATE�LIKE�
the DD-214, should procure their latest annual retirement 
points summary along with evidence of their honorable 
service.

$EBT
TO
INCOME� RATIO� �$4)	: This is the ratio of your total 
monthly debt payments to your gross monthly income. VA-
approved lenders use 41 percent as a benchmark. Your DTI 
can change depending on the loan amount you seek.

$EED
IN
LIEU�OF�FORECLOSURE: An alternative to straightforward 
foreclosure. The borrower basically returns the house to 
the bank. A deed-in-lieu will negatively affect your credit 
score.

$EPARTMENT� OF� 3ECONDARY� !PPROVAL: This wing of Veterans 
United Home Loans helps veterans boost their credit score 
AND�WORK�TOWARD�LOAN�PREQUALIÚCATION��4RAINED�HOME�LOAN�
counselors work one-on-one with prospective borrowers.

Discount points: A point is equal to 1 percent of the loan 
amount. Borrowers can pay points to buy down their inter-
est rate. Paying points is relatively infrequent among most 
VA borrowers.
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%ARNEST� MONEY: Borrowers put this into an escrow account 
when the time comes to purchase a home. These good faith 
funds can be put toward closing costs or refunded to the 
borrower. The amount depends on several factors, includ-
ing geography and the property.

%NERGY�%FÚCIENT�-ORTGAGE��%%-	��This specialized mortgage 
ALLOWS�VETERANS� TO�MAKE�ENERGY
EFÚCIENT� IMPROVEMENTS� TO�
A� HOME� THEYmRE� PURCHASING� OR� REÚNANCING�� 6ETERANS� CAN�
add up to $6,000 to the loan amount provided they can 
VERIFY� THE� COST� OF� IMPROVEMENTS� OR� PROVE� THE� EFÚCIENCIES�
will result in savings.

%NTITLEMENT: The VA uses the word to mean the amount of 
money it will guarantee on a given loan. The primary enti-
tlement is $36,000, with a secondary entitlement of $68,250.

FICO score: FICO stands for Fair Issac Corp., a California-
BASED� COMPANY� THAT� CREATED� THE� ÚRST
EVER� CREDIT� SCORE��
FICO scores run from 300 to 850.

&IXED
RATE�MORTGAGE��)NTEREST�RATES�CANNOT�ÛUCTUATE�ON�A�ÚXED

RATE� MORTGAGE�� 4HE� MOST� COMMON� ÚXED
RATE� TERMS� ARE�
15 years and 30 years.

Float��"ORROWERS�CAN�EITHER�ÛOAT�OR�LOCK�WHEN�IT�COMES�TO�AN�
interest rate. Float is the default setting until a purchase 
agreement is in place.

Foreclosure: This basically means the lender takes back its 
house because you failed to keep up with mortgage pay-
ments. There are restrictions on foreclosures against active 
duty service members through the Servicemembers Civil 
Relief Act.

'OOD�&AITH�%STIMATE� �'&%	: This recently streamlined docu-
ment gives borrowers an estimate of their closing costs and 
settlement fees. Some charges cannot change from the 
'OOD�&AITH�%STIMATE�TO�THE�ÚNAL�SETTLEMENT�STATEMENT��4HE�
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GFE gives borrowers a good feel for their closing costs, orig-
ination fees, points and other charges.

'OVERNMENT
SPONSORED�ENTERPRISES��'3%S	: These are federal 
ÚNANCIAL�SERVICES�CORPORATIONS��WITH�&ANNIE�-AE�AND�&RED-
die Mac being the most familiar. Fannie Mae securitizes 
mortgages in the secondary market. Freddie Mac purchas-
es, pools and sells mortgages to investors.

'RADUATED�0AYMENT�-ORTGAGE��'0-	��!�ÚXED
RATE�MORTGAGE�
where borrowers start with a low monthly payment that 
RISES�A�ÚXED�PERCENT�EACH�YEAR�FOR�THE�ÚRST�ÚVE�YEARS�OF�THE�
loan before leveling off. GPMs are aimed at borrowers who 
anticipate income gains as the loan term progresses. These 
also require veterans to come up with a down payment and 
generate negative amortization.

'ROWING� %QUITY� -ORTGAGE� �'%-	�� !NOTHER� ÚXED
RATE� MORT-
gage where borrowers have higher monthly payments over 
time. There is no negative amortization with a GEM. As the 
payments increase, borrowers begin to pay off the principal 
directly, shaving interest and years off the loan term.

(OMEOWNERS�INSURANCE: Lenders require borrowers to secure 
a home insurance policy to cover at least the value of their 
mortgage. Homeowners insurance isn’t included in the 
mortgage.

(YBRID� ADJUSTABLE
RATE� MORTGAGE� �!2-	: Borrowers with a 
HYBRID�!2-�HAVE�A�ÚXED�INTEREST�RATE�FOR�THE�ÚRST�THREE�
OR�ÚVE�YEARS�OF�THE�LOAN�TERM��!FTER�THAT��RATES�CAN�ÛUCTU-
ate but are capped annually as well as over the life of the 
loan.

(5$
�� 3ETTLEMENT� 3TATEMENT��This recently revamped docu-
MENT�COMES�JUST�BEFORE�CLOSING�AND�BREAKS�DOWN�ÚNAL�CLOS-
ing and settlement costs for borrowers, who also get to see 
what the seller makes on the sale. The HUD-1 also spells 
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out which charges can and cannot change from the Good 
Faith Estimate.

)NTEREST� 2ATE� 2EDUCTION� 2EÚNANCE� ,OAN� �)222,	: This is 
ALSO�KNOWN�AS�A�6!�3TREAMLINE��4HIS�IS�A�NO
FRILLS�REÚNANCE�
designed to get veterans into a lower-rate mortgage. 
Borrowers cannot take cash out with an IRRRL.

,ENDER�!PPRAISAL�0ROCESSING�0ROGRAM��,!00	: This computer 
system allows authorized lenders to directly order  and pro-
cess VA appraisals, which are conducted by independent 
VA-approved appraisers.

,EAVE�AND�%ARNINGS�STATEMENT��4HIS�IS�BASICALLY�THE�6ERIÚCATION�
of Employment document for active duty service members. 
Prospective borrowers can obtain their LES online by using 
the MyPay portal at https://mypay.dfas.mil/mypay.aspx.

,OAN� OFÚCER�� /N� A� LENDERmS� FRONT� LINES�� LOAN� OFÚCERS� HELP�
VETERANS� GET� QUALIÚED� FOR� A� LOAN� AND� NAVIGATE� THE� ENTIRE� 
process.

,OAN� PROCESSOR: This person pulls together outstanding 
documents and information once a borrower has signed 
a purchase contact. Their job is to piece together loan 
applications for an underwriter.

,OAN
TO
VALUE� ADJUSTMENT: A mark-up on conventional loan 
rates based on a borrower’s credit score and down payment.

,OCK� FEE: Some lenders charge borrowers for rate locks, 
depending on the time period, the rate and other 
factors. Veterans should ask lenders about lock fees when 
comparison shopping.

,ISTING�AGENT: This is the real estate agent representing a home 
seller. 

-ANUAL� UNDERWRITING� This occurs when a borrower cannot 
GET� !53� APPROVAL�� 5NDERWRITERS� EVALUATE� THE� LOAN� ÚLE�
manually and make a determination without the computer 
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automation. Veterans who can’t secure AUS approval tend 
to need great credit in order to get manual approval.

-INIMUM�0ROPERTY�2EQUIREMENTS: These are basic health and 
safety conditions that a property must meet to satisfy the VA. 
They’re also the conditions that make the home sellable. 
4HE�6!�IN�MOST�CASES�REQUIRES�HOMES�TO�BE�nMOVE
IN�READY�o

-ULTIPLE�,ISTING�3ERVICE��-,3	: Real estate databases and soft-
ware that allow agents and brokers to look at transactions, 
home listings and a suite of other information tools. These 
are private systems unavailable to the general public.

Negative amortization: This is essentially unpaid interest that 
gets added to the loan balance. Negative amortization 
occurs on a Graduated Payment Mortgage, where the 
initial monthly payments are so low that they don’t cover 
the accrued interest.

.EGATIVE� COMPENSATING� FACTOR: Compensating factors are 
strengths on a loan application that can help borrowers 
secure a loan. Negative compensating factors can do the 
opposite. Bankruptcies, foreclosures, late payments can all 
be considered negative compensating factors.

Note rate: This is your interest rate.
.OTICE�OF�6ALUE��./6	: This is the VA appraisal, which spells 

out the independent expert’s assessment of the property’s 
value. Ultimately, it’s up to a lender’s staff appraisal review-
ER�TO�ISSUE�THE�ÚNAL�NOTICE�OF�VALUE�

/RIGINATION� FEE: The VA allows lenders to charge borrowers 
A�ÛAT�FEE�OF�UP�TO���PERCENT�OF� THE�LOAN�AMOUNT�TO�COVER�
in-house costs and services.

0ERMANENT� BUYDOWN: Veterans can pay reasonable discount 
points to buy down their interest rate. A discount point is 
1 percent of the loan amount. Borrowers have to pay this 
cost up front.
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PITI: The acronym stands for Principal, Interest, Taxes and 
Insurance. These are the four pillars of a veteran’s monthly 
mortgage payment.

0OWER� OF� !TTORNEY: A surrogate with Power of Attorney can 
sign contracts and other documents on behalf of an absent 
service member. Many lenders require a unique Power of 
Attorney document.

Preapproval��4HIS�IS�A�MORE�SERIOUS�STEP�THAN�PREQUALIÚCATION��
2EAL�ESTATE�AGENTS�AND�SELLERS�PUT�SIGNIÚCANT�STOCK�INTO�LOAN�
preapproval. But this is not a guarantee from a lender or 
any kind of binding document for the borrower.

0REQUALIÚCATION��4HIS�INTRODUCTORY�STEP�INVOLVES�AN�UNVERIÚED��
CURSORY�DISCUSSION�ABOUT�A�BORROWERmS�ÚNANCES��0REQUALIÚ-
cation helps veterans get a sense of what they can afford 
but it means little to sellers and real estate agents, who are 
looking for preapproval letters.

Prime: This essentially means borrowers or loans at or above 
an accepted credit standard, typically around 620. Some 
loans and borrowers beneath that are considered greater 
RISKS�AND�CLASSIÚED�AS�SUBPRIME�

0RIVATE�MORTGAGE� INSURANCE� �0-)	: On most mortgages, bor-
rowers who can’t put down 20 percent of the loan amount 
are required to pay insurance. It protects lenders against 
borrowers who default and also helps borrowers who can’t 
muster a large down payment. There is no PMI on a VA 
loan.

2ATE� LOCK:  A binding commitment that locks a borrower to 
A� SPECIÚC� INTEREST� RATE��"ORROWERS� CAN� TYPICALLY� LOCK� THEIR�
interest rate as soon as they sign a purchase agreement and 
UP�TO�ÚVE�DAYS�BEFORE�THE�LOAN�CLOSING��2ATE�LOCKS�ARE�GOOD�
FOR�SPECIÚC�BLOCKS�OF�TIME��4HE�MOST�COMMON�LOCK�PERIODS�
are for 15 days, 30 days, 45 days and 60 days.
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Realtor: A real estate agent who is a member of the National 
Association of Realtors.

Rate cap: Some lenders include a rate cap with their rate locks. 
These caps give lenders the ability to give borrowers a 
slightly higher interest rate if rates rise considerably before 
closing.

Reserves: This is cash set aside to cover costs and expenses. 
Having additional money set aside can help strengthen a 
loan application.

Retail rate��4HIS�IS�A�ÛAT��NON
NEGOTIABLE�MORTGAGE�RATE�OFFERED�
by banks, credit unions and other lending institutions. The 
retail institution must be VA-approved in order to offer VA 
purchase loans.

Residual income: This is a lending standard unique to VA 
loans. Residual income is the amount of money a borrower 
retains each month after covering all monthly debts and 
obligations. Veterans must hit a minimum level of residual 
income (depending on geography and family size) in order 
to satisfy VA requirements.

2%30!: This stands for Real Estate Settlement and Procedures 
Act, a 1974 law that increased transparency and disclosures 
involving the home-buying process. The loan application 
paperwork is sometimes lumped together as RESPA docu-
ments or RESPA packets. Lenders have three days to send 
you the paperwork once they’ve pulled your  credit.

Seller concessions: Sellers can pay a range of costs and charges 
for VA borrowers, including closing costs, property taxes, the 
VA Funding Fee and other items. But the VA caps seller con-
cessions and closing costs at 6 percent of the loan amount.

3TAFF� !PPRAISAL� 2EVIEWER� �3!2	: A lender’s staff appraisal 
reviewer, or SAR, examines a property’s independent VA 
APPRAISAL�AND�ISSUES�THE�ÚNAL�.OTICE�OF�6ALUE�
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Second-tier entitlement: This additional entitlement ($68,250) 
HELPS�BOOST�THE�6!�GUARANTY�ON�QUALIÚED�LOANS��"ORROWERS�
can secure a loan solely with their second-tier entitlement, 
as long as the loan amount is at least $144,000.

3ECONDARY� MORTGAGE� MARKET: Lenders sell mortgages, often 
packaged into mortgage-backed securities, in this market-
place. Private investors and government-sponsored enter-
prises buy loans in the secondary market. Proceeds help 
fuel the lending industry.

Short sale: An alternative to straightforward foreclosure. This 
is when the bank agrees to let you sell your home for less 
than the balance owed. A short sale will negatively affect 
your credit score.

3PECIAL� !DAPTED�(OUSING� �3!(	: This VA program provides 
grants for veterans with service-connected disabilities to 
RETROÚT�PROPERTIES�TO�MEET�THEIR�NEEDS�

Streamline: A VA Streamline is another name for the Interest 
2ATE�2EDUCTION�2EÚNANCE�,OAN��)222,	�

3UBPRIME: This essentially means borrowers or loans below an 
accepted credit standard, typically around 620. Subprime 
borrowers carry greater risks and now have trouble secur-
ING�ÚNANCING�

4EMPORARY�BUYDOWN: Borrowers can pay discount points to buy 
down their rate for a limited time instead of permanently. 
On a 3-2-1 buydown, the borrower’s interest rate drops 
��PERCENT�BELOW�THE�NOTE�RATE�FOR�THE�ÚRST�YEAR����PERCENT�
for the second year and 1 percent for the third year. The 
START�OF� THE� FOURTH�YEAR�MARKS� THE�ÚRST� YEAR� THE�BORROWER�
pays at the regular, full note rate.

Title insurance: This is mandatory insurance that protects 
borrowers, sellers and lenders against previous ownership 
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claims on a property. Title insurance is a one-time cost that 
must be paid at closing. Buyers can shop around for the 
best price.

5NDERWRITER: These trained experts review a borrower’s loan 
ÚLE�AND�GIVE�AN�ULTIMATE�THUMBS
UP�OR�DOWN��4HEY�ACT�AS�
the lender’s gatekeeper.

5NIFORM�2ESIDENTIAL� ,OAN� !PPLICATION�� 4HIS� IS� THE� ÚVE
PAGE�
loan application for almost all home mortgages.

6ERIÚCATION�OF�%MPLOYMENT: This is an important document 
that lenders send to a veteran’s employer(s). The VOE, as 
it’s known, helps lenders verify employment, tenure, salary 
and any bonuses or raises.

Yield Spread Premium: Wholesale lenders pay this rebate to 
MORTGAGE�BROKERS�AND�LOAN�OFÚCERS�FOR�HIGHER
RATE�LOANS�
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inDex

Forms are indicated in italics

A
ACTIVE�DUTY�EMPLOYMENT����q�������q��
adjustable-rate mortgages (ARMs)
VS��ÚXED�RATE�LOANS�����q��
(YBRID�!2-3�����q��
REÚNANCING�����
types of, 76

airport noise, 136
all-cash purchases, 144, 146
amortization
ÚNDING�TABLES�ONLINE�����
NEGATIVE�AMORTIZATION�����q��
TYPES�OF����q��

ANNUAL�PERCENTAGE�RATE��!02	���������q������
appraisal. See VA appraisal
ARMs. See adjustable-rate mortgages (ARMs)
nAS
ISo�SALES�����
ASSETS�AND�LIABILITIES������������q��
attorneys, review of purchase agreement, 130, 148
!UTOMATED�#ERTIÚCATE�OF�%LIGIBILITY��!#%	����q��

See also #ERTIÚCATE�OF�%LIGIBILITY
Automated Underwriting System (AUS)
AND�LOAN�APPROVAL�����q��
AND�LOAN�PREAPPROVAL�����q��
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AND�LOAN�PREQUALIÚCATION����
VS��MANUAL�UNDERWRITING�����q�������
See also Underwriting

B
BANKRUPTCY����q������q��
Basic Allowance for Housing, 56, 116
"ORROWERS�#ERTIÚCATION�AND�!UTHORIZATION����q��
BUYDOWN�OF�INTEREST�RATES�����q��
buyers agent. See Realtors

C
CASH
OUT�LOANS���������q�������q��
#ASH
/UT�2EÚNANCE�LOAN�����q��
#ERTIÚCATE�OF�%LIGIBILITY��#/%	����q������

See also !UTOMATED�#ERTIÚCATE�OF�%LIGIBILITY (ACE); Request for a 
#ERTIÚCATE�OF�%LIGIBILITY (Form 26-1880)

#ERTIÚCATE�OF�2ELEASE�OR�$ISCHARGE�FROM�!CTIVE�$UTY��$$
���	����q������
closing
CASH�NEEDED�FOR����������q�������q���
CONTINGENCY�REMOVAL�AND�����q��
AND�INTEREST�RATE�LOCKS�����q��
TIMING�OF�������������������q��

closing costs
CONSUMER�PROTECTIONS�����q�������q��
EARNEST�MONEY�AND����q�������
'OOD�&AITH�%STIMATE������������������������q�������q��
(5$
��3ETTLEMENT�3TATEMENT����������q��
Initial Fees Worksheet, 184, 192
limits on for veterans, 124, 184, 196, 199
Veterans United Realty concessions, 126
NEGOTIATING����������q���
no fee/no cost loans, 201
origination fee, 170, 187
payment of, 104, 124, 129, 199
POINTS�����q�����������������q��
AND�REÚNANCING�����q��
ROLLED�INTO�LOAN�����������������������q��
SELLER�CONCESSIONS���������������q���
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SPECIÚC�FEES�AND�CHARGES����������q������������q���
VA Funding Fee. See VA Funding Fee
See also�LOANS��PURCHASE�AGREEMENT��6!�LOANS��SPECIÚC�LOANS	

co-borrowers, 33, 111, 206
COMPENSATION�OF�LOAN�BROKERS�����q�������q��
COMPS��COMPARABLE�HOME�VALUES	���������q��
CONDOMINIUMS����q������������
conforming loan limits, 25
CONSTRUCTION�LOANS����q��������������������������q��
#ONSTRUCTION
TO
0ERMANENT�2EÚNANCE�,OAN���������q��
consumer protection

and Adjustable Rate Mortgages (ARMs), 180
CLOSING�COSTS�����q�������q��
CREDIT�CLINICS����q��
credit report discrepancies, 39
HOME�PURCHASE����q�������
(5$
��3ETTLEMENT�3TATEMENT����������q��
LOAN�BROKER�COMPENSATION����������q��
2%30!��2EAL�%STATE�3ETTLEMENT�AND�0ROCEDURES�!CT	����q�������

contingencies
in loan agreement, 113
IN�PREAPPROVAL�LETTER�����q��
IN�PURCHASE�AGREEMENT����������q�������
timing of removing, 159

credit clinics, 37
CREDIT�CONSULTANTS����q��
credit history
AND�BANKRUPTCY����q������
CREDIT�CARD�BALANCES����q������q�������
ESTABLISHING�CREDIT����q����������q��
and loan approval, 110
and military borrowers, 36, 40
PAYMENT�HISTORY������������q��
types of credit, 32
AND�UNDERWRITING�����q�����������������q��
AND�6!�LOANS���q�����q����������������q������q�������q��
See also credit score

credit report
ACCESSING����q��
on borrowers business, 55
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closing fees for, 185
components of, 30
DISPUTING�ERRORS����q��
effect of multiple inquiries on, 177
free, 30

credit score
and bankruptcy, 44
AND�CASH�RESERVES��������q������������
COMPONENTS�OF����q��
AND�CREDIT�BUREAUS��������q��
#REDIT�3CORE�)NFORMATION�$ISCLOSURE����q��
DEBT
TO
INCOME�RATIO��$4)	��������q�������q������������
and Department of Secondary Approval (DSA), 36, 38, 41, 43, 
��q������q��

EFFECT�ON�INTEREST�RATE����q������������q��
&)#/�SCORE����q��
AND�FORECLOSURE����q��
IMPORTANCE�TO�LENDER����������������q����������q�����������������
IMPROVING�REPAIRING����q�������������������
loan-to-value adjustment, 174
AND�REÚNANCING��������������������q��
and RESPA packet, 73
RISK�ASSESSMENT�FORMULAS����q��
VantageScore, 30
See also credit history

#REDIT�3CORE�)NFORMATION�$ISCLOSURE����q��

D
DD-214 (#ERTIÚCATE�OF�2ELEASE�OR�$ISCHARGE�FROM�!CTIVE�$UTY	����q������
DEBT
TO
INCOME�RATIO��$4)	��������q�����������q������������
deed-in-lieu of foreclosure, 46
defaulting on loans

effect on eligibility for VA loan, 56, 58, 109
effect on interest rate and fees, 34
and VA Guaranty, 13, 25, 51, 109, 114, 160, 209

Department of Housing and Urban Development. See HUD
Department of Secondary Approval (DSA). See Veterans United 

Home Loans
DISABLED�VETERANS�AS�BORROWERS����q������q���������������q���������

218, 220
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DISCRIMINATION�IN�HOUSING����q��
documentation. See loan documents
down payment

and FHA loans, 8, 49
and Graduated Payment Mortgages, 182
and loan-to-value adjustment, 174
NO�MONEY�DOWN�������q����������������q�������
and private mortgage insurance (PMI), 8
AND�PURCHASE�AGREEMENT�����q��
and risk to lender, 169
AND�6!�&UNDING�&EE�����q�
AND�6!�LOANS�����������q�����������
See also earnest money; purchase agreement

E
earnest money
DESCRIBED����q��
AND�PURCHASE�AGREEMENT�CONTINGENCIES�����q��
RETURN�OF�AT�CLOSING����q�������������q��
See also down payment

eligibility for VA loans
!UTOMATED�#ERTIÚCATE�OF�%LIGIBILITY��!#%	����q��
#ERTIÚCATE�OF�%LIGIBILITY��#/%	����q��
and credit history, 51
PERSONS�������q������q��������������q��
PROPERTY����q�������q��
2EQUEST�FOR�A�#ERTIÚCATE�OF�%LIGIBILITY��&ORM���
����	��������q�������
See also VA Loan Guaranty program; VA loans

employment
INFORMATION�FOR�LOAN�APPLICATION��������q������
MILITARY�EMPLOYMENT���q�����q����������q��
2EQUEST�FOR�6ERIÚCATION�OF�%MPLOYMENT��6!�&ORM���
����	����q�������
SELF
EMPLOYMENT����q��
TWO
YEAR�EMPLOYMENT�REQUIREMENT����q������
6ERIÚCATION�OF�%MPLOYMENT (VOE), 53

ENERGY
EFÚCIENT�IMPROVEMENTS���������q�����������������
%NERGY�%FÚCIENT�-ORTGAGE��%%-	����������q��
ENTITLEMENTS����q������q������������q��
equity
AND�CASH
OUT�REÚNANCING�����q��
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home equity loans, 213
and home value, 7, 181, 208

escrow
earnest money, 81
funds for repairs and improvements, 143, 183
INSURANCE�PAYMENTS�����q�������
REAL�ESTATE�TAXES�����q�������

F
&ANNIE�-AE����q�����������
farms, 14, 15
Federal Housing Administration (FHA) loans, 8, 26, 49, 169
Federal Housing Finance Agency, 222
&)#/�SCORE����q��
ÚNANCE�CHARGES
'OOD�&AITH�%STIMATE��������������q�������
Initial Fees Worksheet�����q������
PAID�OUTSIDE�OF�CLOSING��0/#	�����q�
PREPAID�ÚNANCE�CHARGES��0&#	�����q�
4RUTH
IN
,ENDING�$ISCLOSURE�3TATEMENT�����q���
See also VA Funding Fee

ÚNANCIAL�STATEMENTS��See assets and liabilities
ÚNANCING��See loans
ÚXED
RATE�LOANS
VS��!2-S���������q��
AND�'RADUATED�0AYMENT�-ORTGAGE��'0-	�����q��
MONTHLY�PAYMENTS�ON����q������
NEGOTIATING����������q�������
AND�REÚNANCING�����
and VA Funding Fee, 202

ÛIPPING���������
ÛOOD�ZONES���������������
foreclosure
BUYING�DISTRESSED�PROPERTIES�����q��
BUYING�HOMES�IN�FORECLOSURE�����q��
deed-in-lieu of, 46
effect on credit score, 46
EFFECT�ON�ELIGIBILITY�FOR�6!�LOANS������������q�������
INVESTOR�ÛIPS�����
OVERVIEW����q��
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on prior VA loans, 23, 47
RATES�OF���q�
REO owned homes, 145
short sale transactions, 46, 146

Freddie Mac, 88, 222

G
GLOSSARY�OF�TERMS�����q��
'OOD�&AITH�%STIMATE��'&%	�������������������q�������q��

vs. (5$
��3ETTLEMENT�3TATEMENT, 184, 196
and rate locks, 186

'OOD�&AITH�%STIMATE�0ROVIDER�2ELATIONSHIP����q��
GOVERNMENT�SPONSORED�ENTERPRISES��'3%S	����q�����������
'RADUATED�0AYMENT�-ORTGAGE��'0-	�����q��
'ROWING�%QUITY�-ORTGAGE��'%-	�����q��

H
HEALTH�AND�SAFETY�����q�������q������������q��
heating, 140
home energy audits, 183
home equity loans, 213
home improvement, 14, 208, 210, 214
AND�%NERGY�%FÚCIENT�-ORTGAGES�����q��
AND�6!�#ASH
/UT�2EÚNANCE�LOAN�����q��

home inspections
AND�-INIMUM�0ROPERTY�2EQUIREMENTS��-02S	�����q�������q��
purchase agreement contingency, 130
2EALTORS�KNOWLEDGE�ABOUT�����q��

HOME�PRICES������������q�������q��
See also VA appraisal

home purchase
CONDOMINIUMS����q������������
CONSUMER�PROTECTION����q��
costs and fees associated with. See closing costs
foreclosures and distressed properties, 144, 146
)NTERNET�LISTINGS�����q��
-ULTIPLE�,ISTING�3ERVICE��-,3	�����q��
2EALTORS�ROLE�����q��
STARTING�THE�PROCESS����q������������q��
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HOMEOWNERS�INSURANCE�����q�������q���������������������������
HOMEOWNERSHIP������q�
HONESTY��������q��
housing expenses, 52, 59, 79
(5$
��3ETTLEMENT�3TATEMENT����������q��

vs. 'OOD�&AITH�%STIMATE, 184, 196
HUD (Department of Housing and Urban Development), 15, 184
(5$�6!�!DDENDUM�TO�5NIFORM�2ESIDENTIAL�,OAN�!PPLICATION����q��
(YBRID�!2-�LOANS�����q��

I
income
FROM�ACTIVE�DUTY�EMPLOYMENT����q��
DEBT
TO
INCOME�RATIO��$4)	��������q�����������q������������
DESCRIBED����q������q��
FROM�EMPLOYMENT����q������q��
information for loan application, 79, 107
and mortgage type, 180, 208, 216
requirements for VA loans, 18, 52, 54
RESIDUAL��������q�������
VERIÚCATION�OF����q�������
See also tax returns

Initial Fees Worksheet�����q������
inspections. See home inspections
insurance. See homeowners insurance; title insurance
)NTEREST�2ATE�2EDUCTION�2EÚNANCE�,OAN��������������q��
interest rates
ANNUAL�PERCENTAGE�RATE��!02	���������q������
base rate, 165
BUYING�DOWN�����q������������
AND�CREDIT�SCORE����q��
DAILY��PER�DIEM	�INTEREST�CHARGES�����q�������
DETERMINATION�OF�����q��
ÛOAT�����q��
and Ginnie Mae bonds, 164
'OOD�&AITH�%STIMATE������������������������q�������q��
(5$
��3ETTLEMENT�3TATEMENT����������q��
)NITIAL�&EES�7ORKSHEET�����q�
,OAN�0RICING�!GREEMENT�$EÚNING�)NTEREST�2ATES�AND�4ERMS�����q�
LOCKING�A�RATE�����q����������������q������������q������������
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and margin, 179
NEGATIVE�AMORTIZATION�����q��
NEGOTIATING�����q�������q��
PAR�RATE�����q��
PITI, 192
AND�POINTS�����q��������������������������������q��
rate caps, 176, 179
RATE�SHEETS����������q��
AND�2%30!�PACKET����q�������
RETAIL�RATE�����q��
AND�SELLER�CONCESSIONS���������������q���
TEMPORARY�BUYDOWN�OF�����q��
TRADEOFF�TABLE�����q��
4RUTH
IN
,ENDING�$ISCLOSURE�3TATEMENT�����q���
AND�9IELD�3PREAD�����q������������
See also loans

INVESTMENT�PROPERTIES����q�����������

L
LAND�PURCHASES����q��
LEAD
BASED�PAINT�����q��
,EAVE�AND�%ARNINGS�3TATEMENT����q��
Lender Appraisal Processing Program (LAPP), 132
lenders
BORROWERS�RELATIONSHIP�WITH��������q�����������������
COMPENSATION�TO�LOAN�BROKER�����q�������q��
6!
APPROVED��������q����������������q�������
AND�6!�LOANS����q��������������q�������q�
See also loan application; loan processors; loans; VA loans

listing agent (sellers agent), 121, 123
loan amount

appraisal and, 134
AND�#ASH
/UT�2EÚNANCE�LOANS�����q��
CLOSING�COSTS�AND���������q�������������q��
CONFORMING�LOANS����q��
DETERMINATION�OF��������q������q����������
discount points and, 214
AND�%NERGY�%FÚCIENT�-ORTGAGE��%%-	�����q��
loan application and, 75
,OAN�0RICING�!GREEMENT�$EÚNING�)NTEREST�2ATES�AND�4ERMS�����q�
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AND�NEGATIVE�AMORTIZATION�����q��
AND�PREAPPROVAL���������q��
AND�PREQUALIÚCATION��������q��
AND�SELLER�CONCESSIONS�����q���
AND�6!�&UNDING�&EE���������q�

loan application
accessing online, 75
COMPENSATING�FACTORS����q������
DECLARATIONS����q��
EARNEST�MONEY����q��
EMPLOYMENT�INFORMATION����q��
evaluation of, 35, 45, 59, 61, 72
ÚNANCIAL�INFORMATION������������q��
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permanent buydown. See buydown of interest rates
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PITI (principal, interest, taxes, and insurance) payment, 192, 211
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interest rate, 175
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See also closing costs; down payment
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